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Q-1 CANDIDATE NUMBER 
Record your 7-digit candidate number in 
the boxes.
  
The point values for each question, and estimated time allotments based primarily on point value, are as follows:
Point .........................................
Value Minimum
No.  1................... ... ........... 10 45 55
No. 2 .................. 10 45 55
No. 3 .................. 10 45 55
No. 4 ................... 10 40 50
No. 5 ................... 5 5
Totals.......... 50 220 270
1.
2.
INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE
3.
Record your 7-digit candidate number in the 
boxes provided at the upper right-hand corner of 
this page.
Question numbers 1, 2, 3, and 4a should be 
answered on the Objective Answer Sheet, which is 
pages 15 and 16 of your Examination Answer 
Booklet. You should attempt to answer all 
objective items. There is no penalty for incorrect 
responses. Work space to solve the objective 
questions is provided in this Examination 
Question Booklet on pages 2 through 13. Be 
certain that you have entered your answers on 
the Objective Answer Sheet before the 
examination time is up. The objective portion of 
your examination will not be graded if you fail to 
record your answers on the Objective Answer 
Sheet. You will not be given additional time to 
record your answers.
Question numbers 4b and 5 should be answered 
beginning on page 3 of the Examination Answer 
Booklet. Support all answers with properly 
labeled and legible calculations that can be 
identified as sources of amounts used to derive 
your final answer. If you have not completed 
answering a question on a page, fill in the 
appropriate spaces in the wording on the bottom
of the page "QUESTION NUMBER __
CONTINUES ON PAGE __ If you have
completed answering a question, fill in the 
appropriate space in the wording on the bottom of
the page "QUESTION NUMBER__ ENDS ON
THIS PAGE." Always begin the start of an 
answer to a question on the top of a new page 
(which may be the back side of a sheet of paper).
4. Record your 7-digit candidate number, state, and 
question number where indicated on pages 3 
through 14 of the Examination Answer Booklet.
5. Although the primary purpose of the examination 
is to test your knowledge and application of the 
Subject matter, the ability to organize and 
present such knowledge in acceptable written 
language may be considered by the examiners.
6. You are required to turn in by the end of each 
session:
a. Attendance Record Form, front page of 
Examination Answer Booklet;
b. Objective Answer Sheet, pages 15 and 16 of 
Examination Answer Booklet;
c. Remaining Portion of Examination Answer 
Booklet;
d. Examination Question Booklet; and
e. All unused examination materials.
Your examination will not be graded unless the 
above listed items are handed in before leaving 
the examination room.
7. Unless otherwise instructed, if you want your 
Examination Question Booklet mailed to you, 
write your name and address in both places 
indicated on the back cover and place 52 cents 
postage in the space provided. Examination 
Question Booklets will be distributed no sooner 
than the day following the administration of this 
examination.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Examination Questions — May 1993
Instructions
Questions Number 1 , 2, and 3 each consist of 20 
multiple-choice items. Select the best answer for each 
of the items relating to a variety of financial 
accounting problems. Use a No. 2 pencil to blacken 
the appropriate ovals on the Objective Answer Sheet 
to indicate your answers. Mark only one answer for 
each item. Answer all items. Your grade will be 
based on the total number of correct answers.
Number 1 (Estimated tim e-----45 to 55 minutes)
1. The following is Gold Corp.’s June 30, 1992, trial 
balance:
Cash overdraft 
Accounts receivable, net 
Inventory 
Prepaid expenses 
Land held for resale 
Property, plant, and equip­
ment, net
Accounts payable and 
accrued expenses 
Common stock 
Additional paid-in capital 
Retained earnings
Additional information: *•
$ 10,000
$ 35,000
58,000
12,000 
100,000
95,000
32,000
25,000 
150,000
_______  83,000
$300,000 $300,000
• Checks amounting to $30,000 were written to 
vendors and recorded on June 29, 1992, resulting 
in a cash overdraft of $10,000. The checks were 
mailed on July 9, 1992.
• Land held for resale was sold for cash on July 15, 
1992.
• Gold issued its financial statements on July 31, 
1992.
In its June 30, 1992, balance sheet, what amount
should Gold report as current assets?
A. $225,000
B. $205,000
C. $195,000
D. $125,000
2. On December 31, 1992, Largo, Inc. had a $750,000 
note payable outstanding, due July 31, 1993. Largo 
borrowed the money to finance construction of a new 
plant. Largo planned to refinance the note by issuing 
long-term bonds. Because Largo temporarily had 
excess cash, it prepaid $250,000 of the note on 
January 12, 1993. In February 1993, Largo completed 
a $1,500,000 bond offering. Largo will use the bond 
offering proceeds to repay the note payable at its 
maturity and to pay construction costs during 1993. On 
March 3, 1993, Largo issued its 1992 financial 
statements. What amount of the note payable should 
Largo include in the current liabilities section of its 
December 31, 1992, balance sheet?
A. $750,000
B. $500,000
C. $250,000
D. $0
Items 3 and 4 are based on the following:
Sun Corp. had investments in marketable equity 
securities costing $650,000. On June 30, 1992, Sun 
decided to hold the investments indefinitely and 
accordingly reclassified them from current to non- 
current on that date. The investments’ market value 
was $575,000 at December 31, 1991, $530,000 at 
June 30, 1992, and $490,000 at December 31, 1992.
3. What amount of loss from investments should Sun 
report in its 1992 income statement?
A. $ 45,000
B. $ 85,000
C. $120,000
D. $160,000
4. What amount should Sun report as net unrealized 
loss on noncurrent marketable equity securities in its 
1992 statement of stockholders’ equity?
A. $ 40,000
B. $ 45,000
C. $ 85,000
D. $160,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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5. Pear Co.’s income statement for the year ended 
December 31 , 1992, as prepared by Pear’s controller, 
reported income before taxes of $125,000. The auditor 
questioned the following amounts that had been 
included in income before taxes:
Equity in earnings of Cinn Co. $40,000
Dividends received from Cinn 8,000
Adjustments to profits of prior years 
for arithmetical errors in depreciation (35,000)
Pear owns 40% of Cinn’s common stock. Pear’s 
December 31, 1992, income statement should report 
income before taxes of
A. $ 85,000
B. $117,000
C. $120,000
D. $152,000
Items 7 and 8 are based on the following:
On June 30, 1992, Pane Corp. exchanged 150,000 
shares of its $20 par value common stock for all of Sky 
Corp.’s common stock. At that date, the fair value of 
Pane’s common stock issued was equal to the book 
value of Sky’s net assets. Both corporations continued 
to operate as separate businesses, maintaining 
accounting records with years ending December 31. 
Information from separate company operations 
follows:
Pane Sky
Retained earnings — 
12/31/91
Net income — six months 
ended 6/30/92 
Dividends paid — 3/25/92
$3,200,000 $925,000
800,000 275,000
750,000 -
6. On April 1, 1993, Hyde Corp., a newly formed 
company, had the following stock issued and 
outstanding:
• Common stock, no par, $1 stated value, 20,000 
shares originally issued for $30 per share.
• Preferred stock, $10 par value, 6,000 shares 
originally issued for $50 per share.
Hyde’s April 1 , 1993, statement of stockholders’ equity 
should report
Additional
7. If the business combination is accounted for as a 
pooling of interest, what amount of retained earnings 
would Pane report in its June 30, 1992, consolidated 
balance sheet?
A. $5,200,000
B. $4,450,000
C. $3,525,000
D. $3,250,000
8. If the business combination is accounted for as a 
purchase, what amount of retained earnings would
Common Preferred paid-in sheet?
stock stock capital A.
A. $ 20,000 $ 60,000 $820,000 B.
B. $ 20,000 $300,000 $580,000 C.
C. $600,000 $300,000 $0 D.
D. $600,000 $ 60,000 $240,000
$5,200,000
$4,450,000
$3,525,000
$3,250,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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9. Clark Co. had the following transactions with 
affiliated parties during 1992:
• Sales of $60,000 to Dean, Inc., with $20,000 gross 
profit. Dean had $ 15,000 of this inventory on hand 
at year end. Clark owns a 15% interest in Dean and 
does not exert significant influence.
• Purchases of raw materials totaling $240,000 from 
Kent Corp., a wholly-owned subsidiary. Kent’s 
gross profit on the sale was $48,000. Clark had 
$60,000 of this inventory remaining on 
December 31, 1992.
Before eliminating entries, Clark had consolidated cur­
rent assets of $320,000. What amount should Clark 
report in its December 31, 1992, consolidated balance 
sheet for current assets?
A. $320,000
B. $317,000
C. $308,000
1). $303,000
11. On December 1 , 1992, Line Corp. received a dona­
tion of 2,000 shares of its $5 par value common stock 
from a stockholder. On that date, the stock’s market 
value was $35 per share. The stock was originally 
issued for $25 per share. By what amount would this 
donation cause total stockholders’ equity to decrease?
A. $70,000
B. $50,000
C. $20,000
D. $0
12. The following information relates to Jay Co.’s 
accounts receivable for 1992:
Accounts receivable, 1/1/92 $ 650,000
Credit sales for 1992 2,700,000
Sales returns for 1992 75,000
Accounts written off during 1992 40,000
Collections from customers during 1992 2,150,000
Estimated future sales returns 
at 12/31/92 50,000
Estimated uncollectible accounts 
at 12/31/92 110,000
10. Cook Co. had the following balances at 
December 31, 1992:
Cash in checking account $350,000
Cash in money-market account 250,000
U.S. Treasury bill, purchased 12/1/92, 
maturing 2/28/93 800,000
U.S. Treasury bond, purchased 3/1/92, 
maturing 2/28/93 500,000
Cook’s policy is to treat as cash equivalents all highly- 
liquid investments with a maturity of three months or 
less when purchased. What amount should Cook report 
as cash and cash equivalents in its December 31, 1992, 
balance sheet?
A. $ 600,000
B. $1,150,000
C. $1,400,000
D. $1,900,000
What amount should Jay report for accounts 
receivable, before allowances for sales returns and 
uncollectible accounts, at December 31, 1992?
A. $1,200,000
B. $1,125,000
C. $1,085,000
D. $ 925,000
13. Taylor Corp., which began operations in 1992, 
accounts for revenues using the installment method. 
Taylor’s sales and collections for the year were $60,000 
and $35,000, respectively. Uncollectible accounts 
receivable of $5,000 were written off during 1992. 
Taylor’s gross profit rate is 30%. In its December 31, 
1992, balance sheet, what amount should Taylor report 
as deferred revenue?
A. $10,500
B. $ 9,000
C. $ 7,500
D. $ 6,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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14. Wright Corp. has several subsidiaries that are 
included in its consolidated financial statements. In its 
December 31, 1992, trial balance, Wright had the 
following intercompany balances before eliminations:
Current receivable due from 
Main Co.
Noncurrent receivable from 
Main
Cash advance to Corn Corp. 
Cash advance from King Co. 
Intercompany payable to 
King
Debit 
$ 32,000
114,000
6,000
Credit
$ 15,000 
101,000
In its December 31 , 1992, consolidated balance sheet, 
what amount should Wright report as intercompany 
receivables?
A.
B.
C.
D.
$152,000 
$146,000 
$ 36,000 
$0
16. The following information relates to noncurrent 
investments that Fall Corp. placed in trust as required 
by the underwriter of its bonds:
Bond sinking fund balance, 12/31/91 
1992 additional investment 
Dividends on investments 
Interest revenue 
Administration costs 
Carrying amount of bonds payable
$ 450,000
90,000
15,000
30,000 
5,000
1,025,000
What amount should Fall report in its December 31, 
1992, balance sheet related to its noncurrent invest­
ment for bond sinking fund requirements?
A.
B.
C.
D.
$585,000
$580,000
$575,000
$540,000
15. On July 1, 1992, York Co. purchased as a long­
term investment $1,000,000 of Park, Inc.’s 8% bonds 
for $946,000, including accrued interest of $40,000. 
The bonds were purchased to yield 10% interest. The 
bonds mature on January 1 , 1999, and pay interest an­
nually on January 1. York uses the effective interest 
method of amortization. In its December 31, 1992, 
balance sheet, what amount should York report as 
investment in bonds?
A. $911,300
B. $916,600
C. $953,300
D. $960,600
17. The following information pertains to Tara Co.’s 
accounts receivable at December 31, 1992:
Days Estimated
outstanding Amount % uncollectible
0 - 6 0 $120,000 1%
61 - 120 90,000 2%
Over 120 100,000
$310,000
6%
During 1992, Tara wrote off $7,000 in receivables and 
recovered $4,000 that had been written off in prior 
years. Tara’s December 31, 1991, allowance for 
uncollectible accounts was $22,000. Under the aging 
method, what amount of allowance for uncollectible 
accounts should Tara report at December 31, 1992?
A. $ 9,000
B. $10,000
C. $13,000
D. $19,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Items 18 and 19 are based on the following:
During January 1993, Metro Co., which maintains a 
perpetual inventory system, recorded the following 
information pertaining to its inventory:
Unit Total Units
Units Cost cost on hand
Balance on 1/1/93 1,000 $1 $1,000 1,000
Purchased on 1/7/93 600 3 1,800 1,600
Sold on 1/20/93 900 700
Purchased on 1/25/93 400 5 2,000 1,100
18. Under the moving-average method, what amount 
should Metro report as inventory at January 31 , 1993?
A. $2,640
B. $3,225
C. $3,300
D. $3,900
19. Under the LIFO method, what amount should 
Metro report as inventory at January 31, 1993?
A. $1,300
B. $2,700
C. $3,900
D. $4,100
20. The following items were included in Opal Co.’s 
inventory account at December 31, 1992:
Merchandise out on consignment, at 
sales price, including 40% markup 
on selling price $40,000
Goods purchased, in transit, shipped
f.o.b. shipping point 36,000
Goods held on consignment by Opal 27,000
By what amount should Opal’s inventory account at 
December 31, 1992, be reduced?
A. $103,000
B. $ 67,000
C. $ 51,000
D. $ 43,000
Number 2 (Estimated tim e-----45 to 55 minutes)
21. Moss Co. has determined its December 31, 1992, 
inventory on a FIFO basis to be $400,000. Information 
pertaining to that inventory follows:
Estimated selling price 
Estimated cost of disposal 
Normal profit margin 
Current replacement cost
$408,000
20,000
60,000
360,000
Moss records losses that result from applying the lower 
of cost or market rule. At December 31, 1992, what 
should be the net carrying value of Moss’ inventory?
A. $400,000
B. $388,000
C. $360,000
D. $328,000
22. Star Co. leases a building for its product 
showroom. The ten-year non-renewable lease will 
expire on December 31, 1997. In January 1992, Star 
redecorated its showroom and made leasehold 
improvements of $48,000. The estimated useful life of 
the improvements is 8 years. Star uses the straight-line 
method of amortization. What amount of leasehold 
improvements, net of amortization, should Star report 
in its June 30, 1992, balance sheet?
A. $45,600
B. $45,000
C. $44,000
D. $43,200
23. During 1992, Lyle Co. incurred $400,000 of 
research and development costs in its laboratory to 
develop a product for which a patent was granted on 
July 1 , 1992. Legal fees and other costs associated with 
the patent totaled $82,000. The estimated economic 
life of the patent is 10 years. What amount should Lyle 
capitalize for the patent on July 1, 1992?
A. $0
B. $ 82,000
C. $400,000
D. $482,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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24. On January 2, 1989, Reed Co. purchased a 
machine for $800,000 and established an annual 
depreciation charge of $100,000 over an eight-year life. 
During 1992, after issuing its 1991 financial statements, 
Reed concluded that: (1) the machine suffered perman­
ent impairment of its operational value, and (2) 
$200,000 is a reasonable estimate of the amount 
expected to be recovered through use of the machine 
for the period January 1 , 1992, through December 31, 
1996. In Reed’s December 31, 1992, balance sheet, the 
machine should be reported at a carrying amount of
A. $0
B. $100,000
C. $160,000
D. $400,000
25. On November 30, 1992, Parlor, Inc. purchased for 
cash at $15 per share all 250,000 shares of the out­
standing common stock of Shaw Co. At November 30, 
1992, Shaw’s balance sheet showed a carrying amount 
of net assets of $3,000,000. At that date, the fair value 
of Shaw’s property, plant and equipment exceeded its 
carrying amount by $400,000. In its November 30, 
1992, consolidated balance sheet, what amount should 
Parlor report as goodwill?
A. $750,000
B. $400,000
C. $350,000
D. $0
26. West Corp. leased a building and received the 
$36,000 annual rental payment on June 15, 1992. The 
beginning of the lease was July 1 , 1992. Rental income 
is taxable when received. West’s tax rates are 30% for 
1992 and 40% thereafter. West has elected early 
adoption of FASB Statement No. 109, Accounting for  
Income Taxes. West had no other permanent or tem­
porary differences. West determined that no valuation 
allowance was needed. What amount of deferred tax 
asset should West report in its December 31, 1992, 
balance sheet?
A. $ 5,400
B. $ 7,200
C. $10,800
D. $14,400
27. An analysis of Thrift Corp.’s unadjusted prepaid 
expense account at December 31, 1992, revealed the 
following:
• An opening balance of $1,500 for Thrift’s com­
prehensive insurance policy. Thrift had paid an 
annual premium of $3,000 on July 1, 1991.
• A $3,200 annual insurance premium payment 
made July 1, 1992.
• A $2,000 advance rental payment for a warehouse 
Thrift leased for one year beginning January 1, 
1993.
In its December 31 , 1992, balance sheet, what amount 
should Thrift report as prepaid expenses?
A. $5,200
B. $3,600
C. $2,000
D. $1,600
28. On January 2 , 1992, East Corp. adopted a defined 
benefit pension plan. The plan’s service cost of 
$150,000 was fully funded at the end of 1992. Prior ser­
vice cost was funded by a contribution of $60,000 in 
1992. Amortization of prior service cost was $24,000 
for 1992. At December 31, 1992, what amount should 
East report as prepaid pension cost?
A. $90,000
B. $84,000
C. $60,000
D. $36,000
29. On December 1, 1992, Alt Department Store 
received 505 sweaters on consignment from Todd. 
Todd’s cost for the sweaters was $80 each, and they 
were priced to sell at $100. Alt’s commission on con­
signed goods is 10%. At December 31, 1992, 5 sweaters 
remained. In its December 31, 1992, balance sheet, 
what amount should Alt report as payable for con­
signed goods?
A. $49,000
B. $45,400
C. $45,000
D. $40,400
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
7
Examination Questions — May 1993
30. North Corp. has an employee benefit plan for 
compensated absences that gives employees 10 paid 
vacation days and 10 paid sick days. Both vacation and 
sick days can be carried over indefinitely. Employees 
can elect to receive payment in lieu of vacation days; 
however, no payment is given for sick days not taken. 
At December 31, 1992, North’s unadjusted balance of 
liability for compensated absences was $21,000. North 
estimated that there were 150 vacation days and 75 
sick days available at December 31, 1992. North’s 
employees earn an average of $100 per day. In its 
December 31, 1992, balance sheet, what amount of 
liability for compensated absences is North required to 
report?
A. $36,000
B. $22,500
C. $21,000
D. $15,000
31. On December 31, 1992, Dirk Corp. sold Smith Co. 
two airplanes and simultaneously leased them back. 
Additional information pertaining to the sale-
leasebacks follows:
Plane Plane
Sales price $600,000 $1,000,000
Carrying amount, 12/31/92 
Remaining useful life.
$100,000 $ 550,000
12/31/92 10 years 35 years
Lease term 8 years 3 years
Annual lease payments $100,000 $ 200,000
In its December 31, 1992, balance sheet, what amount 
should Dirk report as deferred gain on these 
transactions?
A. $950,000
B. $500,000
C. $450,000
D. $0
32. On March 1 , 1992, Evan Corp. issued $500,000 of 
10% nonconvertible bonds at 103, due on February 28, 
2002. Each $1,000 bond was issued with 30 detachable 
stock warrants, each of which entitled the holder to 
purchase, for $50, one share of Evan’s $25 par com­
mon stock. On March 1 , 1992, the market price of each 
warrant was $4. By what amount should the bond issue 
proceeds increase stockholders’ equity?
A. $0
B. $15,000
C. $45,000
D. $60,000
33. On February 5, 1993, an employee filed a 
$2,000,000 lawsuit against Steel Co. for damages 
suffered when one of Steel’s plants exploded on 
December 29, 1992. Steel’s legal counsel expects the 
company will lose the lawsuit and estimates the loss to 
be between $500,000 and $1,000,000. The employee 
has offered to settle the lawsuit out of court for 
$900,000, but Steel will not agree to the settlement. In 
its December 31, 1992, balance sheet, what amount 
should Steel report as liability from lawsuit?
A. $2,000,000
B. $1,000,000
C. $ 900,000
D. $ 500,000
34. In 1991, a personal injury lawsuit was brought 
against Halsey Co. Based on counsel’s estimate, Halsey 
reported a $50,000 liability in its December 31, 1991, 
balance sheet. In November 1992, Halsey received a 
favorable judgment, requiring the plaintiff to reim­
burse Halsey for expenses of $30,000. The plaintiff has 
appealed the decision, and Halsey’s counsel is unable 
to predict the outcome of the appeal. In its 
December 31, 1992, balance sheet, Halsey should 
report what amounts of asset and liability related to 
these legal actions?
Asset Liability
A. $30,000 $50,000
B. $30,000 $0
C. $0 $20,000
D. $0 $0
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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35. Taft Corp. uses the equity method to account for 
its 25% investment in Flame, Inc. During 1992, Taft 
received dividends of $30,000 from Flame and 
recorded $180,000 as its equity in the earnings of 
Flame. Additional information follows:
• All the undistributed earnings of Flame will be 
distributed as dividends in future periods.
• The dividends received from Flame are eligible for 
the 80% dividends received deduction.
• There are no other temporary differences.
• Enacted income tax rates are 30% for 1992 and 
thereafter.
Taft elected early application of FASB Statement No. 
109, Accounting fo r Income Taxes. In its December 31, 
1992, balance sheet, what amount should Taft report 
for deferred income tax liability?
A.
B.
C.
D.
$ 9,000 
$10,800 
$45,000 
$54,000
37. Fenn Stores, Inc. had sales of $ 1,000,000 during 
December, 1992. Experience has shown that merchan­
dise equalling 7% of sales will be returned within 30 
days and an additional 3% will be returned within 90 
days. Returned merchandise is readily resalable. In 
addition, merchandise equalling 15% of sales will be 
exchanged for merchandise of equal or greater value. 
What amount should Fenn report for net sales in its 
income statement for the month of December 1992?
A. $900,000
B. $850,000
C. $780,000
D. $750,000
Items 38 and 39 are based on the following data per­
taining to Pell Co.’s construction jobs, which 
commenced during 1992:
Contract price
Costs incurred during 
1992
Estimated costs to 
complete
Billed to customers dur­
ing 1992
Received from customers 
during 1992
Project 1 Project 2 
$420,000
240,000
120,000 
150,000
90,000
$300,000
280,000
40,000
270,000
250,000
36.  Stone Co. began operations in 1992 and reported 
$225,000 in income before income taxes for the year. 
Stone’s 1992 tax depreciation exceeded its book 
depreciation by $25,000. Stone also had nondeductible 
book expenses of $10,000 related to permanent dif­
ferences. Stone’s tax rate for 1992 was 40%, and the 
enacted rate for years after 1992 is 35%. Stone elected 
early adoption of FASB Statement No. 109, Account­
ing fo r Income Taxes. In its December 31, 1992, 
balance sheet, what amount of deferred income tax 
liability should Stone report?
A. $ 8,750
B. $10,000
C. $12,250
D. $14,000
38. If Pell used the completed contract method, what 
amount of gross profit (loss) would Pell report in its 
1992 income statement?
A. $( 20,000)
B. $0
C. $ 340,000
D. $ 420,000
39. If Pell used the percentage-of-completion 
method, what amount of gross profit (loss) would Pell 
report in its 1992 income statement?
A. $(20,000)
B. $ 20,000
C. $ 22,500
D. $ 40,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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40. Class Corp. maintains its accounting records on 
the cash basis but restates its financial statements to 
the accrual method of accounting. Class had $60,000 
in cash-basis pretax income for 1992. The following 
information pertains to Class’s operations for the years 
ended December 31, 1992 and 1991:
Accounts receivable 
Accounts payable
1992
$40,000
15,000
1991
$20,000
30,000
Under the accrual method, what amount of income 
before taxes should Class report in its December 31, 
1992, income statement?
A.
B.
C.
D.
$25,000
$55,000
$65,000
$95,000
Number 3 (Estimated tim e-----45 to 55 minutes)
41. Haft Construction Co. has consistently used the 
percentage-of-completion method. On January 10, 
1991, Haft began work on a $3,000,000 construction 
contract. At the inception date, the estimated cost of 
construction was $2,250,000. The following data relate 
to the progress of the contract:
Income recognized at 12/31/91 $ 300,000
Costs incurred 1/10/91 through 12/31/92 1,800,000
Estimated cost to complete at 12/31/92 600,000
In its income statem ent for the year ended 
December 31, 1992, what amount of gross profit 
should Haft report?
A. $450,000
B. $300,000
C. $262,500
D. $150,000
42. On January 2, 1992, Yardley Co. sold a plant to 
Ivory, Inc. for $1,500,000. On that date, the plant’s 
carrying cost was $1,000,000. Ivory gave Yardley 
$300,000 cash and a $1,200,000 note, payable in 4 
annual installments of $300,000 plus 12% interest. 
Ivory made the first principal and interest payment of 
$444,000 on December 31, 1992. Yardley uses the 
installment method of revenue recognition. In its 1992 
income statement, what amount of realized gross profit 
should Yardley report?
A. $344,000
B. $200,000
C. $148,000
D. $100,000
43. On July 1, 1992, Denver Corp. purchased 3,000 
shares of Eagle Co.’s 10,000 outstanding shares of com­
mon stock for $20 per share. On December 15, 1992, 
Eagle paid $40,000 in dividends to its common 
stockholders. Eagle’s net income for the year ended 
December 31, 1992, was $120,000, earned evenly 
throughout the year. In its 1992 income statement, 
what amount of income from this investment should 
Denver report?
A. $36,000
B. $18,000
C. $12,000
D. $ 6,000
44. In 1990, Super Comics Corp. sold a comic strip to 
Fantasy, Inc. and will receive royalties of 20% of future 
revenues associated with the comic strip. At 
December 31, 1991, Super reported royalties 
receivable of $75,000 from Fantasy. During 1992, 
Super received royalty payments of $200,000. Fantasy 
reported revenues of $1,500,000 in 1992 from the 
comic strip. In its 1992 income statement, what 
amount should Super report as royalty revenue?
A. $125,000
B. $175,000
C. $200,000
D. $300,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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45. On June 27, 1992, Brite Co. distributed to its com­
mon stockholders 100,000 outstanding common shares 
of its investment in Quik, Inc., an unrelated party. The 
carrying amount on Brite’s books of Quik’s $ 1 par com­
mon stock was $2 per share. Immediately after the 
distribution, the market price of Quik’s stock was $2.50 
per share. In its income statement for the year ended 
June 30, 1992, what amount should Brite report as 
gain before income taxes on disposal of the stock?
A. $250,000
B. $200,000
C. $ 50,000
D. $0
46. On September 1, 1992, Brady Corp. entered into 
a foreign exchange contract for speculative purposes 
by purchasing 50,000 deutsche marks for delivery in 
60 days. The rates to exchange $ 1 for 1 deutsche mark 
follow:
9/1/92 9/30/92
Spot rate .75 .70
30-day forward rate .73 .72
60-day forward rate .74 .73
In its September 30, 1992, income statement, what 
amount should Brady report as foreign exchange loss?
A. $2,500
B. $1,500
C. $1,000
D. $ 500
48. The following information pertains to Deal 
Corp.’s 1992 cost of goods sold:
Inventory, 12/31/91 $ 90,000
1992 purchases 124,000
1992 write-off of obsolete inventory 34,000
Inventory, 12/31/92 30,000
The inventory written off became obsolete due to an 
unexpected and unusual technological advance by a 
competitor. In its 1992 income statement, what 
amount should Deal report as cost of goods sold?
A. $218,000
B. $184,000
C. $150,000
D. $124,000
49. Zach Corp. pays commissions to its sales staff at 
the rate of 3% of net sales. Sales staff are not paid 
salaries but are given monthly advances of $15,000. 
Advances are charged to commission expense, and 
reconciliations against commissions are prepared 
quarterly. Net sales for the year ended March 31, 1992, 
were $15,000,000. The unadjusted balance in the com­
missions expense account on March 31, 1992, was 
$400,000. March advances were paid on April 3 ,  1992. 
In its income statement for the year ended March 31, 
1992, what amount should Zach report as commission 
expense?
A. $465,000
B. $450,000
C. $415,000
D. $400,000
47. Hall Co.’s allowance for uncollectible accounts 
had a credit balance of $24,000 at December 31, 1991. 
During 1992, Hall wrote off uncollectible accounts of 
$96,000. The aging of accounts receivable indicated 
that a $100,000 allowance for doubtful accounts was 
required at December 31, 1992. What amount of uncol­
lectible accounts expense should Hall report for 1992?
A. $172,000
B. $120,000
C. $100,000
D. $ 96,000
50. On February 12, 1992, VIP Publishing, Inc. pur­
chased the copyright to a book for $ 15,000 and agreed 
to pay royalties equal to 10% of book sales, with a 
guaranteed minimum royalty of $60,000. VIP had book 
sales of $800,000 in 1992. In its 1992 income statement, 
what amount should VIP report as royalty expense?
A. $60,000
B. $75,000
C. $80,000
D. $95,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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51. Ward Co. estimates its uncollectible accounts 
expense to be 2% of credit sales. Ward’s credit sales for 
1992 were $1,000,000. During 1992, Ward wrote off 
$18,000 of uncollectible accounts. Ward’s allowance 
for uncollectible accounts had a $15,000 balance on 
January 1, 1992. In its December 31, 1992, income 
statement, what amount should Ward report as 
uncollectible accounts expense?
A. $23,000
B. $20,000
C. $18,000
D. $17,000
52. Dana Co.’s officers’ compensation expense ac­
count had a balance of $224,000 at December 31, 1992, 
before any appropriate year-end adjustment relating 
to the following:
• No salary accrual was made for December 30-31, 
1992. Salaries for the two-day period totalled
$3,500.
• 1992 officers’ bonuses of $62,500 were paid on 
January 31, 1993.
In its 1992 income statement, what amount should 
Dana report as officers’ compensation expense?
A. $290,000
B. $286,500
C. $227,500
D. $224,000
Items 53 and 54 are based on the following:
On January 1, 1990, Warren Co. purchased a $600,000 
machine, with a five-year useful life and no salvage 
value. The machine was depreciated by an accelerated 
method for book and tax purposes. The machine’s 
carrying amount was $240,000 on December 31, 1991. 
On January 1, 1992, Warren changed retroactively to 
the straight-line method for financial statement pur­
poses. Warren can justify the change. Warren’s income 
tax rate is 30%.
53. In its 1992 income statement, what amount 
should Warren report as the cumulative effect of this 
change?
A. $120,000
B. $ 84,000
C. $ 36,000
D. $0
54. On January 1 , 1992, what amount should Warren 
report as deferred income tax liability as a result of the 
change?
A. $120,000
B. $ 72,000
C. $ 36,000
D. $0
Items 55 and 56 are based on the following:
Venus Corp.’s worksheet for calculating current and 
deferred income taxes for 1992 follows:
1992 1993 1994
Pretax income $ 1,400
Temporary differences: 
Depreciation 
Warranty costs
(800)
400
(1,200)
(100)
$2,000
(300)
Taxable income $ 1,000 (1,300) 1,700
Loss carryback 
Loss carryforward
(1,000) 1,000
300 (300)
$ 0 $ 0 $1,400
Enacted rate 30% 30% 25%
Deferred tax liability 
(asset):
Current
Noncurrent
$ (300)
$ 350
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Venus elected early adoption of FASB Statement No. 
109, Accounting for Income Taxes. Venus had no prior 
deferred tax balances. In its 1992 income statement, 
what amount should Venus report as:
55. Current income tax expense?
A. $420
B. $350
C. $300
D. $0
56. Deferred income tax expense?
A. $350
B. $300
C. $120
D. $ 50
Items 57 and 58 are based on the following:
On December 31, 1992, the Board of Directors of Maxx 
Manufacturing, Inc. committed to a plan to discontinue 
the operations of its Alpha division in 1993. Maxx 
estimated that Alpha’s 1993 operating loss would be 
$500,000 and that Alpha’s facilities would be sold for 
$300,000 less than their carrying amounts. Alpha’s 
1992 operating loss was $1,400,000. Maxx’s effective 
tax rate is 30%.
its 1992 income statement, what amount 
Maxx report as loss from discontinued
57. In 
should 
operations?
A. $ 980,000
B. $1,330,000
C. $1,400,000
D. $1,900,000
58. In its 1992 income statement, what amount 
should Maxx report as loss on disposal of discontinued 
operations?
A. $210,000
B. $300,000
C. $560,000
D. $800,000
59. Midway Co. had the following transactions dur­
ing 1992:
• $1,200,000 pretax loss on foreign currency 
exchange due to a major unexpected devaluation 
by the foreign government.
• $500,000 pretax loss from discontinued operations 
of a division.
• $800,000 pretax loss on equipment damaged by a 
hurricane. This was the first hurricane ever to 
strike in Midway’s area. Midway also received 
$1,000,000 from its insurance company to replace 
a building, with a carrying value of $300,000, that 
had been destroyed by the hurricane.
What amount should Midway report in its 1992 income 
statement as extraordinary loss before income taxes?
A. $ 100,000
B. $1,300,000
C. $1,800,000
D. $2,500,000
60. The following information pertains to Jet Corp.’s 
outstanding stock for 1992:
Common stock, $5 par value
Shares outstanding, 1/1/92 
2-for-1 stock split, 4/1/92 
Shares issued, 7/1/92
20,000
20,000
10,000
Preferred stock, $10 par value, 5% cumulative 
Shares outstanding, 1/1/92 4,000
What are the number of shares Jet should use to 
calculate 1992 earnings per share?
A. 40,000
B. 45,000
C. 50,000
D. 54,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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Number 4 (Estimated tim e-----40 to 50 minutes)
Number 4 consists of two unrelated parts.
Instructions — Number 4(a)
Question Number 4(a) consists of 10 items. Select the 
best answer for each item. Use a No. 2 pencil to 
blacken the appropriate ovals on the Objective Answer 
Sheet to indicate your answers. Answer all items. 
Your grade will be based on the total number of cor­
rect answers.
The following information pertains to Sparta Co.’s 
defined benefit pension plan.
Discount rate 
Expected rate of return 
Average service life
At January 1, 1992:
Projected benefit obligation 
Fair value of pension plan assets 
Unrecognized prior service cost 
Unamortized prior pension gain
At December 31, 1992:
Projected benefit obligation 
Fair value of pension plan assets
8% 
10% 
12 years
$600,000
720,000
240,000 
96,000
910,000
825,000
Service cost for 1992 was $90,000. There were no con­
tributions made or benefits paid during the year. 
Sparta’s unfunded accrued pension liability was $8,000 
at January 1 , 1992. Sparta uses the straight-line method 
of amortization over the maximum period permitted.
Required:
1. For items 61 through 65, calculate the 
amounts to be recognized as components of Sparta’s 
unfunded accrued pension liability at December 31, 
1992. To record your entry, write the number in the 
boxes on the Objective Answers Sheet and blacken the 
corresponding oval below each box. These items can­
not be graded if you fail to blacken the ovals.
Amounts to be Calculated:
61. Interest cost.
62. Expected return on plan assets.
63. Actual return on plan assets.
64. Amortization of prior service costs.
65. Minimum amortization of unrecognized pension 
gain.
2. For items 66 through 70, determine 
whether the component increases (I) or decreases (D) 
Sparta’s unfunded accrued pension liability and 
blacken the corresponding oval on the Objective 
Answer Sheet.
Items to be answered:
66. Service cost.
67. Deferral of gain on pension plan assets.
68. Actual return on plan assets.
69. Amortization of prior service costs.
70. Amortization of unrecognized pension gain.
Number 4(b)
On January 2 ,  1992, Elsee Co. leased equipment from 
Grant, Inc. Lease payments are $100,000, payable 
annually every December 31 for twenty years. Title to 
the equipment passes to Elsee at the end of the lease 
term. The lease is noncancelable.
Additional facts: *•
• The equipment has a $750,000 carrying amount on 
Grant’s books. Its estimated economic life was 25 
years on January 2, 1992.
• The rate implicit in the lease, which is known to 
Elsee, is 10%. Elsee’s incremental borrowing rate 
is 12%.
• Elsee uses the straight-line method of 
depreciation.
The rounded present value factors of an ordinary 
annuity for 20 years are as follows:
12%
10%
7.5
8.5
Required:
Prepare the necessary journal entries, without 
explanations, to be recorded by Elsee for:
1. entering into the lease on January 2, 1992.
2. making the lease payment on December 31, 
1992.
3. expenses related to the lease for the year 
ended December 31, 1992.
Show supporting calculations for all entries.
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Number 5 (Estimated tim e-----45 to 55 minutes) *•
The following is Omega Corp.’s comparative balance sheet accounts worksheet at December 31, 1992, and 1991, with 
a column showing the increase (decrease) from 1991 to 1992.
Comparative balance sheet worksheet 1992 1991
Increase
(Decrease)
Cash $ 800,000 $ 700,000 $100,000
Accounts receivable 1,128,000 1,168,000 (40,000)
Inventories 1,850,000 1,715,000 135,000
Property, plant and equipment 3,307,000 2,967,000 340,000
Accumulated depreciation (1,165,000) (1,040,000) (125,000)
Investment in Belle Co. 305,000 275,000 30,000
Loan receivable 270,000 — 270,000
Total assets $6,495,000 $5,785,000 $710,000
Accounts payable $1,015,000 $ 955,000 $ 60,000
Income taxes payable 30,000 50,000 (20,000)
Dividends payable 80,000 90,000 (10,000)
Capital lease obligation 400,000 — 400,000
Capital stock, common, $1 par 500,000  500,000 —
Additional paid-in capital 1,500,000 1,500,000 —
Retained earnings 2,970,000 2,690,000 280,000
Total liabilities and stockholders’ equity $6,495,000 $5,785,000 $710,000
Additional information: •
• On December 31, 1991, Omega acquired 25% of Belle Co.’s common stock for $275,000. On that date, the carrying 
value of Belle’s assets and liabilities, which approximated their fair values, was $ 1,100,000. Belle reported income 
of $ 120,000 for the year ended December 31 , 1992. No dividend was paid on Belle’s common stock during the year.
• During 1992, Omega loaned $300,000 to Chase Co., an unrelated company. Chase made the first semi-annual prin­
cipal repayment of $30,000, plus interest at 10%, on October 1, 1992.
• On January 2, 1992, Omega sold equipment costing $60,000, with a carrying amount of $35,000, for $40,000 cash.
• On December 31, 1992, Omega entered into a capital lease for an office building. The present value of the annual 
rental payments is $400,000, which equals the fair value of the building. Omega made the first rental payment of 
$60,000 when due on January 2, 1993.
• Net income for 1992 was $360,000.
• Omega declared and paid cash dividends for 1992 and 1991 as follows:
1992
Declared December 15, 1992
Paid February 28, 1993
Amount $80,000
Required:
Prepare a statement of cash flows for Omega, Inc. for the year ended December 31, 1992, using the indirect method. 
Supplemental schedules and disclosures are not required. A worksheet is not required.
1991
December 15, 1991 
February 28, 1992 
$90,000
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Q-2  CANDIDATE NUMBER
Record your 7-digit candidate number in 
the boxes.
 
The point values for each question, and estimated time allotments based primarily on point value, are as follows:
Point Estim ated Minutes__
Value Minim um Maximum
No. 1 ................................................ ...... 10 45 55
No. 2 ........ ............................................... 10 45 55
No. 3 ........... ............................... ............ 10 45 55
No. 4 ................ ...................................... 10 40 50
No. 5 ...................................................... 1 0
T otals..... .......... ............. ............... 50 220 270
1.
2.
INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE
3.
Record your 7-digit candidate number in the 
boxes provided at the upper right-hand corner of 
this page.
Question numbers 1, 2, 3, and 4 should be 
answered on the Objective Answer Sheet, which is 
pages 15 and 16 of your Examination Answer 
Booklet. You should attempt to answer all 
objective items. There is no penalty for incorrect 
responses. Work space to solve the objective 
questions is provided in this Examination 
Question Booklet on pages 2 through 11. Be 
certain that you have entered your answers on 
the Objective Answer Sheet before the 
examination time is up. The objective portion of 
your examination will not be graded if  you fail to 
record your answers on the Objeetive Answer 
Sheet. You will not be given additional time to 
record your answers.
Question number 5 should be answered beginning 
on page 3 of the Examination Answer Booklet. 
Support all answers with properly labeled and 
legible calculations that can be identified as 
sources of amounts used to derive your final 
answer. If you have not completed answering a 
question on a page, fill in the appropriate spaces 
in the wording on the bottom of the page
"QUESTION NUMBER__ CONTINUES ON
PAGE__ If you have completed answering a
question, fill in the appropriate space in the 
wording on the bottom of the page "QUESTION
NUMBER __  ENDS ON THIS PAGE."
Always begin the start of an answer to a question 
on the top of a new page (which may be the back 
side of a sheet of paper).
4. Record your 7-digit candidate number, state, and 
question number where indicated on pages 3 
through 14 of the Examination Answer Booklet.
5. Although the primary purpose of the examination 
is to test your knowledge and application of the 
Subject matter, the ability to organize and 
present such knowledge in acceptable written 
language may be considered by the examiners.
6. You are required to turn in by the end of each 
session:
a. Attendance Record Form, front page of 
Examination  Answer Booklet;
b. Objective Answer Sheet, pages 15 and 16 of 
Examination Answer Booklet;
c. Remaining Portion of Examination Answer 
Booklet;
d. Examination Question Booklet; and
e. All unused examination materials.
Your examination will not be graded unless the 
above listed items are handed in before leaving 
the examination room.
7. Unless: otherwise instructed, if you want your 
Examination Question Booklet mailed to you, 
write your name and address in both places 
indicated on the back cover and place 52 cents 
postage in the space provided. Examination 
Question Booklets will be distributed no sooner 
than the day following the administration of this 
examination.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Instructions
Questions Number 1, 2, and 3 each consist of 20 
multiple-choice items. Select the best answer for each 
of the items. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to 
indicate your answers. Mark only one answer for 
each item. Answer all items. Your grade will be 
based on the total number of correct answers.
Number 1 (Estimated tim e-----45 to 55 minutes)
Select the best answer for each of the following items 
relating to a variety of financial accounting 
problems.
1. Rudd Corp. had 700,000 shares of common stock 
authorized and 300,000 shares outstanding at 
December 31, 1991. The following events occurred 
during 1992:
January 31 
June 30 
August 1 
November 30
Declared 10% stock dividend 
Purchased 100,000 shares 
Reissued 50,000 shares 
Declared 2-for-1 stock split
At December 31, 1992, how many shares of common 
stock did Rudd have outstanding?
A. 560,000
B. 600,000
C. 630,000
D. 660,000
3. The following changes in Vel Corp.’s account 
balances occurred during 1992:
Increase
Assets $89,000
Liabilities 27,000
Capital stock 60,000
Additional paid-in capital 6,000
Except for a $13,000 dividend payment and the year’s 
earnings, there were no changes in retained earnings 
for 1992. What was Vel’s net income for 1992?
A. $ 4,000
B. $ 9,000
C. $13,000
D. $17,000
4. At December 31, 1991 and 1992, Carr Corp. had 
outstanding 4,000 shares of $100 par value 6% 
cumulative preferred stock and 20,000 shares of $10 
par value common stock. At December 31, 1991, 
dividends in arrears on the preferred stock were 
$12,000. Cash dividends declared in 1992 totaled 
$44,000. Of the $44,000, what amounts were payable 
on each class of stock?
Preferred stock Common stock
A. $44,000 $0
B. $36,000 $ 8,000
C. $32,000 $12,000
D. $24,000 $20,000
2. Beck Corp. issued 200,000 shares of common 
stock when it began operations in 1990 and issued an 
additional 100,000 shares in 1991. Beck also issued 
preferred stock convertible to 100,000 shares of 
common stock. In 1992, Beck purchased 75,000 shares 
of its common stock and held it in Treasury. At 
December 31 , 1992, how many shares of Beck’s com­
mon stock were outstanding?
A. 400,000
B. 325,000
C. 300,000
D. 225,000
5. At December 31, 1991, Eagle Corp. reported 
$1,750,000 of appropriated retained earnings for the 
construction of a new office building, which was com­
pleted in 1992 at a total cost of $1,500,000. In 1992, 
Eagle appropriated $1,200,000 of retained earnings for 
the construction of a new plant. Also, $2,000,000 of 
cash was restricted for the retirement of bonds due in 
1993. In its 1992 balance sheet, Eagle should report 
what amount of appropriated retained earnings?
A. $1,200,000
B. $1,450,000
C. $2,950,000
D. $3,200,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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6. The condensed balance sheet of Adams & Gray, 
a partnership, at December 31, 1992, follows:
Current assets 
Equipment (net)
Total assets
Liabilities 
Adams, capital 
Gray, capital
Total liabilities and capital
$250,000
30,000
$280,000
$ 20,000 
160,000 
100,000
$280,000
On December 31, 1992, the fair values of the assets and 
liabilities were appraised at $240,000 and $20,000, 
respectively, by an independent appraiser. On 
January 2 , 1993, the partnership was incorporated and
1,000 shares of $5 par value common stock were 
issued. Immediately after the incorporation, what 
amount should the new corporation report as addi­
tional paid-in capital?
A. $275,000
B. $260,000
C. $215,000
D. $0
7. In May 1989, Caso Co. filed suit against Wayne, 
Inc. seeking $1,900,000 damages for patent infringe­
ment. A court verdict in November 1992 awarded Caso 
$1,500,000 in damages, but Wayne’s appeal is not 
expected to be decided before 1994. Case’s counsel 
believes it is probable that Caso will be successful 
against Wayne for an estimated amount in the range 
between $800,000 and $1,100,000, with $1,000,000 
considered the most likely amount. What amount 
should Caso record as income from the lawsuit in the 
year ended December 31, 1992?
A. $0
B. $ 800,000
C. $1,000,000
D. $1,500,000
8. Penn Corp. paid $300,000 for the outstanding 
common stock of Star Co. At that time, Star had the 
following condensed balance sheet:
Current assets
Plant and equipment, net
Liabilities
Stockholders’ equity
Carrying
amounts
$ 40,000
380,000
200,000 
220,000
The fair value of the plant and equipment was $60,000 
more than its recorded carrying amount. The fair 
values and carrying amounts were equal for all other 
assets and liabilities. What amount of goodwill, related 
to Star’s acquisition, should Penn report in its con­
solidated balance sheet?
A. $20,000
B. $40,000
C. $60,000
D. $80,000
9. During 1992, Beam Co. paid $1,000 cash and 
traded inventory, which had a carrying amount of 
$20,000 and a fair value of $21,000, for other inven­
tory in the same line of business with a fair value of 
$22,000. What amount of gain (loss) should Beam 
record related to the inventory exchange?
A. $2,000
B. $1,000
C. $0
D. ($1,000)
10. Amble, Inc. exchanged a truck with a carrying 
amount of $12,000 and a fair value of $20,000 for a 
truck and $5,000 cash. The fair value of the truck 
received was $ 15,000. At what amount should Amble 
record the truck received in the exchange?
A. $ 7,000
B. $ 9,000
C. $12,000
D. $15,000
MULTIPLE-CHOICE WORK SPACE—This information will not be graded. Only answers recorded on the Objective Answer Sheet will be graded.
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11. During 1992, Leader Corp. sued Cape Co. for 
patent infringement. On December 31, 1992, Leader 
was awarded a $500,000 favorable judgment in the 
suit. On that date, Cape offered to settle out of court 
for $300,000 and not appeal the judgment. In February 
1993, after the issuance of its 1992 financial 
statements, Leader agreed to the out-of-court settle­
ment and received a certified check for $300,000. In 
its 1992 financial statements, how should Leader have 
reported these events?
A. As a gain of $300,000.
B. As a receivable and deferred credit of 
$300,000.
C. A s a disclosure in the notes to the financial 
statements only.
D. It should not be reported in the financial 
statements.
13. Roberts and Smith drafted a partnership agree­
ment that lists the following assets contributed at the 
partnership’s formation:
Cash
Inventory
Building
Furniture & Equipment
Contributed by 
Roberts Smith 
$30,000
15,000
40,000
$20,000
15,000
The building is subject to a mortgage of $10,000, which 
the partnership has assumed. The partnership agree­
ment also specifies that profits and losses are to be 
distributed evenly. What amounts should be recorded 
as capital for Roberts and Smith at the formation of the 
partnership?
12. Taft Corp. discloses supplemental industry 
segment information. The following information is 
available for 1992:
Segment Sales
Traceable 
operating expenses
A $20,000 $12,000
B 16,000 10,000
C 12,000 7,000
$48,000 $29,000
Additional 1992 expenses, not included above, are as 
follows:
$7,200 
4,800
Indirect operating expenses 
General corporate expenses
Appropriate common expenses are allocated to 
segments based on the ratio of a segment’s sales to total 
sales. Segment C’s 1992 operating profit was
A.
B.
C.
D.
$5,000
$3,200
$2,600
$2,000
Roberts Smith
A. $35,000 $85,000
B. $35,000 $75,000
C. $55,000 $55,000
D. $60,000 $60,000
14. Tanker Oil Co., a developmental stage enterprise, 
incurred the following costs during its first year of 
operations:
Legal fees for incorporation and other 
related matters $55,000
Underwriters’ fees for initial stock 
offering 40,000
Exploration costs and purchases of 
mineral rights 60,000
Tanker had no revenue during its first year of
operation. What amount may Tanker capitalize as
organizational costs?
A.
B.
C.
D.
$155,000 
$115,000 
$ 95,000 
$ 55,000
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Items 15 and 16 are based on the following:
At December 31, 1992, Curry Co. had the following 
balances in selected asset accounts:
Cash
Accounts receivable, net 
Inventory 
Prepaid expenses 
Other assets
Total assets
1992
$ 300 
1,200 
500 
100 
400
$2,500
Increase 
over 1991
$100
400
200
40
150
$890
Curry also had current liabilities of $1,000 at 
December 31 , 1992, and net credit sales of $7,200 for 
the year then ended.
15. What is Curry’s acid-test ratio at December 31, 
1992?
A. 1.5
B. 1.6
C. 2.0
D. 2.1
16. What was the average number of days to collect 
Curry’s accounts receivable during 1992?
A. 30.4
B. 40.6
C. 50.7
D. 60.8
17. During the first quarter of 1993, Tech Co. had 
income before taxes of $200,000, and its effective 
income tax rate was 15%. Tech’s 1992 effective annual 
income tax rate was 30%, but Tech expects its 1993 
effective annual income tax rate to be 25%. In its first 
quarter interim income statement, what amount of 
income tax expense should Tech report?
A. $0
B. $30,000
C. $50,000
D. $60,000
18. On December 30, 1992, Hale Corp. paid $400,000 
cash and issued 80,000 shares of its $1 par value 
common stock to its unsecured creditors on a pro rata 
basis pursuant to a reorganization plan under 
Chapter 11 of the bankruptcy statutes. Hale owed 
these unsecured creditors a total of $ 1,200,000. Hale’s 
common stock was trading at $1.25 per share on 
December 30, 1992. As a result of this transaction, 
Hale’s total stockholder’s equity had a net increase of
A. $1,200,000
B. $ 800,000
C. $ 100,000
D. $ 80,000
19. Kern and Pate are partners with capital balances 
of $60,000 and $20,000, respectively. Profits and losses 
are divided in the ratio of 60:40. Kem and Pate decided 
to form a new partnership with Grant, who invested 
land valued at $15,000 for a 20% capital interest in the 
new partnership. Grant’s cost of the land was $12,000. 
The partnership elected to use the bonus method to 
record the admission of Grant into the partnership. 
Grant’s capital account should be credited for
A. $12,000
B. $15,000
C. $16,000
D. $19,000
20. On January 1,1992, Card Corp. signed a three- 
year, noncancelable purchase contract, which allows 
Card to purchase up to 500,000 units of a computer 
part annually from Hart Supply Co. at $. 10 per unit and 
guarantees a minimum annual purchase of 100,000 
units. During 1992, the part unexpectedly became 
obsolete. Card had 250,000 units of this inventory at 
December 31, 1992, and believes these parts can be 
sold as scrap for $.02 per unit. What amount of prob­
able loss from the purchase commitment should Card 
report in its 1992 income statement?
A. $24,000
B. $20,000
C. $16,000
D. $ 8,000
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Number 2 (Estimated time-----45 to 55 minutes)
Select the best answer for each of the following items 
relating to a variety of not-for-profit and govern­
mental accounting problems.
21. In 1991, Citizens’ Health, a voluntary health and 
welfare organization, received a bequest of a $200,000 
certificate of deposit maturing in 1992. The testator’s 
only stipulations were that this certificate be held until 
maturity and that the interest revenue be used to 
finance salaries for a preschool program. Interest 
revenue for 1992 was $16,000. When the certificate 
matured and was redeemed, the board of trustees 
adopted a formal resolution designating $40,000 of the 
proceeds for the future purchase of equipment for the 
preschool program. What amount should Citizen report 
in its 1992 year-end current funds balance sheet as 
fund balance designated for the preschool program?
A. $0
B. $16,000
C. $40,000
D. $56,000
22. The modified accrual basis of accounting should 
be used for which of the following funds?
A. Capital projects fund.
B. Enterprise fund.
C. Pension trust fund.
D. Proprietary fund.
23. On January 2, 1992, a graduate of Oak College 
established a permanent trust fund and appointed 
Security Bank as the trustee. The income from the 
trust fund is to be paid to Oak and used only by the 
school of education to support student scholarships. 
What entry is required on Oak’s books to record the 
receipt of cash from the interest on the trust fund?
A. Debit cash and credit restricted current funds 
deferred revenue.
B. Debit cash and credit restricted endowment 
revenue.
C. Debit cash and credit endowment fund 
balance.
D. Debit cash and credit unrestricted endow­
ment revenue.
24. The following expenditures were made by Green 
Services, a society for the protection of the 
environment:
Printing of the annual report $12,000
Unsolicited merchandise sent to 
encourage contributions 25,000
Cost of an audit performed by a CPA firm 3,000
What amount should be classified as fund-raising costs 
in the society’s activity statement?
A. $37,000
B. $28,000
C. $25,000
D. $0
25. In addition to the statement of changes in fund 
balance, which of the following financial statements 
should not-for-profit hospitals prepare?
A. Balance sheet and income statement.
B. Balance sheet, income statement, and state­
ment of changes in financial position.
C. Balance sheet, statement of revenues and 
expenses, and statement of cash flows.
D. Statement of funds, statement of revenues 
and expenses, and statement of cash flows.
26. Land valued at $400,000 and subject to a 
$150,000 mortgage was donated to Beaty Hospital 
without restriction as to use. Which of the following 
entries should Beaty make to record this donation?
A. Land
Mortgage payable 
Endowment fund balance
B. Land
Debt fund balance 
Contributions
C. Land
Debt fund balance 
Endowment fund balance
D. Land
Mortgage payable 
Unrestricted fund balance
400,000
150,000
250,000
400,000
150,000
250,000
400,000
150,000
250,000
400,000
150,000
250,000
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27. At the end of the year, Cramer University’s 
unrestricted current funds comprised $15,000,000 of 
assets and $9,000,000 of liabilities (including deferred 
revenues of $300,000). What is the fund balance of 
Cramer’s unrestricted current funds?
A. $ 5,700,000
B. $ 6,000,000
C. $ 6,300,000
D. $15,000,000
28. The town of Hill operates municipal electric and 
water utilities. In which of the following funds should 
the operations of the utilities be accounted for?
A. Enterprise fund.
B. Internal service fund.
C. Agency fund.
D. Special revenue fund.
29. In hospital accounting, restricted funds are
A. Not available unless the board of directors 
remove the restrictions.
B. Restricted as to use only for board-designated 
purposes.
C. Not available for current operating use; 
however, the income generated by the funds 
is available for current operating use.
D. Restricted as to use by the donor, grantor, or 
other source of the resources.
30. Super Seniors is a not-for-profit organization that 
provides services to senior citizens. Super employs a 
full-time staff of 10 people at an annual cost of 
$150,000. In addition, two volunteers work as part- 
time secretaries replacing last years’ full-time secretary 
who earned $10,000. Services performed by other 
volunteers for special events had an estimated value 
of $15,000. These volunteers were employees of local 
businesses and they received small-value items for 
their participation. What amount should Super report 
for salary and wage expenses related to the above 
items?
A. $150,000
B. $160,000
C. $165,000
D. $175,000
31. Financial resources of a college or university that 
are currently expendable at the discretion of the gover­
ning board and that have not been restricted 
externally nor designated by the board for specific pur­
poses should be reported in the balance sheet of which 
fund?
A. Board-designated current fund.
B. Restricted current fund.
C. Unrestricted current fund.
D. General fund.
32. Bay Creek’s municipal motor pool maintains all 
city-owned vehicles and charges the various depart­
ments for the cost of rendering those services. In which 
of the following funds should Bay account for the cost 
of such maintenance?
A. General fund.
B. Internal service fund.
C. Special revenue fund.
D. Special assessment fund.
33. For the fall semester of 1992, Ames University 
assessed its students $3,000,000 for tuition and fees. 
The net amount realized was only $2,500,000 because 
scholarships of $400,000 were granted to students, and 
tuition remissions of $100,000 were allowed to faculty 
members’ children attending Ames. What amount 
should Ames report for the period as unrestricted 
current fund gross revenues from tuition and fees?
A. $2,500,000
B. $2,600,000
C. $2,900,000
D. $3,000,000
34. Central County received proceeds from various 
towns and cities for capital projects financed by 
Central’s long-term debt. A special tax was assessed by 
each local government, and a portion of the tax was 
restricted to repay the long-term debt of Central’s 
capital projects. Central should account for the 
restricted portion of the special tax in which of the 
following funds?
A. Internal service fund.
B. Enterprise fund.
C. Capital projects fund.
D. Debt service fund.
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35. The League, a not-for-profit organization, 
received the following pledges:
Unrestricted
Restricted for capital additions
$200,000
150,000
All pledges are legally enforceable; however, the 
League’s experience indicates that 10% of all pledges 
prove to be uncollectible. What amount should the 
League report as pledges receivable, net of any 
required allowance account?
A. $135,000
B. $180,000
C. $315,000
D. $350,000
38. Midtown Church received a donation of 
marketable equity securities from a church member. 
The securities had appreciated in value after they were 
purchased by the donor, and they continued to 
appreciate through the end of Midtown’s fiscal year. 
At what amount should Midtown report its investment 
in marketable equity securities in its year-end balance 
sheet?
A. Donor’s cost.
B. Market value at the date of receipt.
C. Market value at the balance sheet date.
D. Market value at either the date of receipt or 
the balance-sheet date.
36. In the balance sheet of a not-for-profit hospital, 
marketable equity securities should be reported at
A. The lower of aggregate cost or market in 
separate portfolios for unrestricted current, 
unrestricted noncurrent, restricted current, 
and restricted noncurrent assets.
B. The lower of aggregate cost or market in 
separate portfolios for unrestricted and 
restricted assets.
C. The lower of aggregate cost or market in 
separate portfolios for current and noncur­
rent assets.
D. Cost, with no valuation for declines in 
market value, and in separate portfolios for 
unrestricted and restricted assets.
37. In June 1992, Reed Hospital purchased medicines 
from Park Pharmaceutical Co. at a cost of $1,000. 
However, Park notified Reed that the invoice was 
being canceled and that the medicines were being 
donated to Reed. Reed should record this donation of 
medicines as
A. Other operating revenue of $1,000.
B. A $1,000 credit to operating expenses.
C. A $1,000 credit to nonoperating expenses.
D. A memorandum entry only.
39. Stone Corp. donated investments to Pine City and 
stipulated that the income from the investments be 
used to acquire art for the city’s museum. Which of the 
following funds should be used to account for the 
investments?
A. Endowment fund.
B. Special revenue fund.
C. Expendable trust fund.
D. Nonexpendable trust fund.
40. Maple Church has cash available for investments 
in several different accounting funds. Maple’s policy 
is to maximize its financial resources. How may Maple 
pool its investments?
A. Maple may not pool its investments.
B. Maple may pool all investments, but must 
equitably allocate realized and unrealized 
gains and losses among participating funds.
C. Maple may pool only unrestricted invest­
ments, but must equitably allocate realized 
and unrealized gains and losses among par­
ticipating funds.
D. Maple may pool only restricted investments, 
but must equitably allocate realized and 
unrealized gains and losses among par­
ticipating funds.
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Number 3 (Estimated tim e-----45 to 55 minutes)
Select the best answer for each of the following 
items relating to the federal taxation of partner­
ships and corporations. The answers should be 
based on the Internal Revenue Code and Tax 
Regulations in effect for the tax period specified 
in the item. If no tax period is specified, use the 
curren t Internal Revenue Code and Tax 
Regulations.
41. In 1992, Acorn Inc. had the following items of 
income and expense:
Sales
Cost of sales 
Dividends received
$500,000
250,000
25,000
The dividends were received from a corporation of 
which Acorn owns 30%. In Acorn’s 1992 corporate 
income tax return, what amount should be reported 
as income before special deductions?
A. $525,000
B. $505,000
C. $275,000
D. $250,000
42. Ace Rentals Inc., an accrual-basis taxpayer, 
reported rent receivable of $35,000 and $25,000 in its 
1992 and 1991 balance sheets, respectively. During 
1992, Ace received $50,000 in rent payments and 
$5,000 in nonrefundable rent deposits. In Ace’s 1992 
corporate income tax return, what amount should Ace 
include as rent revenue?
A. $50,000
B. $55,000
C. $60,000
D. $65,000
43. In 1992, Portal Corp. received $100,000 in 
dividends from Sal Corp., its 80%-owned subsidiary. 
What net amount of dividend income should Portal 
include in its 1992 consolidated tax return?
A.
B.
C.
D.
$ 100,000 
$ 80,000 
$ 70,000 
$0
44. Brown Corp., a calendar-year taxpayer, was 
organized and actively began operations on July 1, 
1992, and incurred the following costs:
Legal fees to obtain corporate charter $40,000 
Commission paid to underwriter 25,000
Other stock issue costs 10,000
Brown wishes to amortize its organizational costs over 
the shortest period allowed for tax purposes. In 1992, 
what amount should Brown deduct for the amortiza­
tion of organizational expenses?
A. $8,000
B. $7,500
C. $5,000
D. $4,000
45. In 1992, Garland Corp. contributed $40,000 to a 
qualified charitable organization. Garland’s 1992 
taxable income before the deduction for charitable 
contributions was $410,000. Included in that amount 
is a $20,000 dividends-received deduction. Garland 
also had carryover contributions of $5,000 from the 
prior year. In 1992, what amount can Garland deduct 
as charitable contributions?
A. $40,000
B. $41,000
C. $43,000
D. $45,000
46. In 1992, Cero Corp.’s second year of operation, 
Cero’s book income before federal income taxes was 
$400,000. Included in that amount were the following 
items:
State income tax refunds 
Amortization of goodwill
$10,000
5,000
On its 1991 federal tax return, Cero deducted the 
payments it made for state income taxes. Cero’s policy 
is to maximize its deductible expenses. What is Cero’s 
1992 taxable income?
A. $405,000
B. $400,000
C. $395,000
D. $390,000
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47. When a corporation has an unused net capital loss 
that is carried back or carried forward to another tax 
year,
A. It retains its original identity as short-term or 
long-term.
B. It is treated as a short-term capital loss 
whether or not it was short-term when 
sustained.
C. It is treated as a long-term capital loss 
whether or not it was long-term when 
sustained.
D. It can be used to offset ordinary income up 
to the amount of the carryback or carryover.
48. Soma Corp. had $600,000 in compensation 
expense for book purposes in 1992. Included in this 
amount was a $50,000 accrual for 1992 non­
shareholder bonuses. Soma paid the actual 1992 bonus 
of $60,000 on March 1, 1993. In its 1992 tax return, 
what amount should Soma deduct as compensation 
expense?
A. $600,000
B. $610,000
C. $550,000
D. $540,000
49. Potter Corp. and Sly Corp. file consolidated tax 
returns. In January 1991, Potter sold land, with a basis 
of $60,000 and a fair value of $75,000, to Sly for 
$100,000. Sly sold the land in December 1992 for 
$125,000. In its 1992 and 1991 tax returns, what 
amount of gain should be reported for these transac­
tions in the consolidated return?
51. Which of the following conditions will prevent a 
corporation from qualifying as an S Corporation?
A. The corporation has both common and 
preferred stock.
B. The corporation has one class of stock with 
different voting rights.
C. One shareholder is an estate.
D. One shareholder is a grantor trust.
52. Acme Corp. has two common stockholders. Acme 
derives aU of its income from investments in stocks and 
securities, and it regularly distributes 51% of its tax­
able income as dividends to its stockholders. Acme is a
A. Corporation subject to tax only on income 
not distributed to stockholders.
B. Corporation subject to the accumulated earn­
ings tax.
C. Regulated investment company.
D. Personal holding company.
53. In 1992, Stone, a cash basis taxpayer, 
incorporated her CPA practice. No liabilities were 
transferred. The following assets were transferred to 
the corporation:
Cash (checking account) 
Computer equipment 
Adjusted basis 
Fair market value 
Cost
$ 500
30,000
34,000
40,000
Immediately after the transfer, Stone owned 100% of 
the corporation’s stock. The corporation’s total basis
1992 1991 for the transferred assets is
A. $25,000 $40,000 B. $30,500B. $50,000 $0 C. $34,500C. $50,000 $25,000 D. $40,500D. $65,000 $0
50. Which of the following tax credits cannot be 
claimed by a corporation?
A. Foreign tax credit.
B. Earned income credit.
C. Alternative fuel production credit.
D. General business credit.
54. What is the usual result to the shareholders of a 
distribution in complete liquidation of a corporation?
A. No taxable effect.
B. Ordinary gain to the extent of cash received.
C. Ordinary gain or loss.
D. Capital gain or loss.
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55. Kari Corp., a manufacturing company, was 
organized on January 2 ,  1992. Its 1992 federal taxable 
income was $400,000 and its federal income tax was 
$100,000. What is the maximum amount of 
accumulated taxable income that may be subject to the 
accumulated earnings tax for 1992 if Kari takes only 
the minimum accumulated earnings credit?
A. $300,000
B. $150,000
C. $ 50,000
D. $0
56. Corporations A and B combine in a qualifying 
reorganization, and form Corporation C, the only sur­
viving corporation. This reorganization is tax-free to 
the
Shareholders Corporation
A. Yes Yes
B. Yes No
C. No No
D. No Yes
57. If a corporation’s tentative minimum tax exceeds 
the regular tax, the excess amount is
A. Carried back to the first preceding taxable 
year.
B. Carried back to the third preceding taxable 
year.
C. Payable in addition to the regular tax.
D. Subtracted from the regular tax.
58. If an exempt organization is a corporation, the tax 
on unrelated business taxable income is
A. Computed at corporate income tax rates.
B. Computed at rates applicable to trusts.
C. Credited against the tax on recognized capital 
gains.
D. Abated.
59. The following information pertains to Lamb Corp.:
Accumulated earnings and profits 
at January 1, 1992 
Earnings and profits for the year 
ended December 31, 1992 
Cash distributions to individual 
stockholders during 1992
$ 60,000 
80,000 
180,000
What is the total amount of distributions taxable as 
dividend income to Lamb’s stockholders in 1992?
A. $180,000
B. $140,000
C. $ 80,000
D. $0
60. During 1992, Help, Inc., an exempt organization, 
derived income of $15,000 from conducting bingo 
games. Conducting bingo games is legal in Help’s 
locality and is confined to exempt organizations in 
Help’s state. Which of the following statements is true 
regarding this income?
A. The entire $15,000 is subject to tax at a lower 
rate than the corporate income tax rate.
B. The entire $15,000 is exempt from tax on 
unrelated business income.
C. Only the first $5,000 is exempt from tax on 
unrelated business income.
D. Since Help has unrelated business income, 
Help automatically forfeits its exempt status 
for 1992.
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Number 4 (Estimated time — 40 to 50 minutes)
Instructions
Question Number 4 consists of 25 items. Select the best answer for each item. Use a No. 2 pencil to blacken the 
appropriate ovals on the Objective Answer Sheet to indicate your answers. Answer all items. Your grade will be based 
on the total number of correct answers.
Green is self-employed as a human resources consultant and reports on the cash basis for income tax purposes. Listed 
below are Green’s 1992 business and nonbusiness transactions, as well as possible tax treatments.
Required:
For each of Green’s transactions (Items 61-85), select the appropriate tax treatment and blacken the corresponding 
oval on the Objective Answer Sheet. A tax treatment may be selected once, more than once, or not at all.
Accounting Practice — Part II
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Number 4 (continued) 
Items to be Answered:
Transactions
61. Retainer fees received from clients.
62. Oil royalties received.
63. Interest income on general obligation state and local 
government bonds.
64. Interest on refund of federal taxes.
65. Death benefits from term life insurance policy on 
parent.
66. Interest income on U.S. Treasury bonds.
67. Share of ordinary income from an investment in a 
limited partnership reported in Form 1065, Schedule 
K-1.
68. Taxable income from rental of a townhouse owned 
by Green.
69. Prize won as a contestant on a TV quiz show.
70. Payment received for jury service.
71. Dividends received from mutual funds that invest in 
tax-free government obligations.
72. Qualifying medical expenses not reimbursed by 
insurance.
73. Personal life insurance premiums paid by Green.
74. Expenses for business-related meals where clients 
were present.
75. Depreciation on personal computer purchased in 
1992 used for business.
76. Business lodging expenses, while out of town.
77. Subscriptions to professional journals used for 
business.
78. Self-employment taxes paid.
79. Qualifying contributions to a simplified employee 
pension plan.
80. Election to expense business equipment purchased 
in 1992.
81. Qualifying alimony payments made by Green.
82. Subscriptions for investm ent-related publi­
cations.
83. Interest expense on a home-equity line of credit for 
an amount borrowed to finance Green’s business.
84. Interest expense on a loan for an auto used 75% for 
business.
85. Loss on sale of residence.
Tax Treatments
A. Taxable as other income on Form 1040.
B. Reported in Schedule B — Interest and Dividend 
Income.
C. Reported in Schedule C as trade or business 
income.
D. Reported in Schedule E — Supplemental Income 
and Loss.
E. Not taxable.
F. Fully deductible on Form 1040 to arrive at ad­
justed gross income.
G. Fifty percent deductible on Form 1040 to arrive 
at adjusted gross income.
H. Reported in Schedule A — Itemized Deductions 
(deductibility subject to threshold of 7.5% of 
adjusted gross income).
I. Reported in Schedule A — Itemized Deductions 
(deductibility subject to threshold of 2% of 
adjusted gross income).
J. Reported in Form 4562 — Depreciation and 
Amortization and deductible in Schedule A — 
Itemized Deductions (deductibility subject to 
threshold of 2% of adjusted gross income).
K. Reported in Form 4562 — Depreciation and 
Amortization, and deductible in Schedule C — 
Profit or Loss from Business.
L. Fully deductible in Schedule C — Profit or Loss 
from Business.
M. Partially deductible in Schedule C — Profit or 
Loss from Business.
N. Reported in  Form 2119 — Sale of Your Home, and 
deductible in Schedule D — Capital Gains and 
Losses.
O. Not deductible.
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Number 5 (Estimated time — 45 to 55 minutes)
The following budget information for the year ending December 31, 1993, pertains to Rust Manufacturing Co.’s 
operations:
Budgeted sales in units 
Selling price per unit 
Direct materials cost per unit 
Direct labor hours per unit
Depreciation
Occupancy
Miscellaneous factory overhead 
Selling costs
General and administrative costs 
Additional information:
Product
Ace Bell
200,000
$40
$8
2
100,000
$20
$3
1
Overhead
$200,000
130,000
500,000
180,000 
40,000
Rust has no beginning inventory. Production is planned so that it will equal the number of units sold.
The cost of direct labor is $5 per hour.
Depreciation and occupancy are fixed costs within the relevant range of production. Additional costs would be 
incurred for extra machinery and factory space if production is increased beyond current available capacity.
Rust allocates depreciation proportional to machinery use and occupancy proportional to factory space. Budgeted 
usage is as follows:
Ace Bell
Machinery 
Factory space •
70%
60%
30%
40%
• Miscellaneous factory overhead includes variable costs equal to 10% of direct labor and also includes various fixed 
costs. None of the miscellaneous fixed factory overhead depends on the level of activity, although overhead 
attributable to a specific product is avoidable if product production ceases. Miscellaneous factory overhead is 
allocated at a single rate based on a percentage of budgeted direct labor.
• Rust’s selling and general and administrative costs are fixed.
• Rust allocates selling costs on a weighted-unit basis. Rust estimates that the time required to sell a unit of Ace and 
a unit of Bell are equal.
• Rust allocates general and administrative costs on the basis of sales revenue.
Required:
a. Prepare a schedule, using separate columns for Ace and Bell, showing budgeted sales, variable costs, contribu­
tion margin, fixed costs, and pretax operating profit for the year ending December 31, 1993.
b. Calculate the contribution margin per unit and the pretax operating profit per unit for Ace and for Bell.
c. Calculate the effect on pretax operating profit resulting from a 10% decrease in sales and production of each 
product.
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May 6 ,  1993; 8:30 A.M. to 12:00 NOON
Q-A CANDIDATE NUMBER  
Record your 7-digit candidate number in 
the boxes.
 ___  
The point values for each question, and estimated time allotments based primarily on point value, are as follows;
Point ___ Estim ated Minutes
Value Minimum
No. 1 ................................................... .. 60 90 110
No. 2 .... ........................................................ ............. 10 15 25
No. 3 .... .......................................... ............... 10 15 25
No. 4 ........................................... ......................... 10 15 25
No. 5 ........................................................... ......... _15 _25
T otals.................................. ..................... . 100 150 210
INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE
1. Record your 7-digit candidate number in the 
boxes provided at the upper right-hand corner of 
this page.
2. Question numbers 1 and 2 should be answered on 
the Objective Answer Sheet, which is pages 15 
and 16 of your Examination Answer Booklet. You
should attempt to answer all objective items. 
There is no penalty for incorrect responses. Since 
the objective items are computer-graded, your 
comments and calculations associated with them 
are not considered. Be certain that you have 
entered your answers on the Answer
Sheet before the examination time is up. The 
objective portion of your examination will not be 
graded if you fail to record your answers on the 
Objective Answer Sheet. You will not be given 
additional time to record your answers.
3. Question numbers 3, 4, and 5 should be answered 
beginning on page 3 of the Examination Answer  
Booklet. If you have not completed answering a 
question on a page, fill in the appropriate spaces 
in the wording on the bottom of the page
"QUESTION NUMBER__ CONTINUES ON
PAGE__ ." If you have completed answering a
question, fill in the appropriate space in the 
wording on the bottom of the page "QUESTION
NUMBER__ ENDS ON THIS PAGE." Always
begin the start of an answer to a question on the 
top of a new page (which may be the back side of 
a sheet of paper).
4. Record your 7-digit candidate number, state, and 
question number where indicated on pages 3 
through 14 of the Examination Answer Booklet.
5. Although the primary purpose of the examination 
is to test your knowledge and application of the 
subject matter, the ability to organize and 
present such knowledge in acceptable written 
language may be considered by the examiners.
6. You are required to turn in by the end of each 
session:
a. Attendance Record Form, front page of 
Examination An swer Booklet;
b. Objective Answer Sheet, pages 15 and 16 of 
Examination Answer Booklet;
C. Remaining Portion of Examination Answer 
Booklet;
d. Examination Question Booklet; and
e. All unused examination materials.
Your examination will not be graded unless the 
above listed items are handed in before leaving 
the examination room.
7. Unless otherwise instructed, if you want your 
Examination Question Booklet mailed to you, 
write your name and address in both places 
indicated on the back cover and place 52 cents 
postage in the space provided. Examination 
Question Booklets will be distributed no sooner 
than the day following the administration of this 
examination.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Number 1 (Estimated tim e-----90 to 110 minutes)
Instructions
Select the best answer for each of the following items. 
Use a No. 2 pencil to blacken the appropriate ovals on 
the Objective Answer Sheet to indicate your answers. 
Mark only one answer for each item. Answer all 
items. Your grade will be based on the total number 
of correct answers.
4. Which of the following is not an attestation 
standard?
A. Sufficient evidence shall be obtained to pro­
vide a reasonable basis for the conclusion 
that is expressed in the report .
B. The report shall identify the assertion being 
reported on and state the character of the 
engagement.
C. The work shall be adequately planned and 
assistants, if any, shall be properly supervised.
D. A sufficient understanding of the internal 
control structure shall be obtained to plan the 
engagement.
1. A violation of the profession’s ethical standards 
most likely would have occurred when a CPA
A. Issued an unqualified opinion on the 1992 
financial statements when fees for the 1991 
audit were unpaid.
B. Recommended a controller’s position 
description with candidate specifications to 
an audit client.
C. Purchased a CPA firm’s practice of monthly 
write-ups for a percentage of fees to be 
received over a three-year period.
D. Made arrangements with a financial institu­
tion to collect notes issued by a client in pay­
ment of fees due for the current year’s audit.
2. Which of the following procedures would an 
auditor least likely perform in planning a financial 
statement audit?
A. Coordinating the assistance of entity person­
nel in data preparation.
B. Discussing matters that may affect the audit 
with firm personnel responsible for non-audit 
services to the entity.
C. Selecting a sample of vendors’ invoices for 
comparison to receiving reports.
D. Reading the current year’s interim financial 
statements.
5. A pervasive characteristic of a CPA’s role in a 
Management Consulting Services engagement is that 
of being a(an)
A. Objective advisor.
B. Independent practitioner.
C. Computer specialist.
D. Confidential reviewer.
6. When assessing an  internal auditor’s competence, 
a CPA ordinarily obtains information about all of the 
following except
A. Quality of working paper documentation.
B. Educational level and professional experience.
C. Audit programs and procedures.
D. Access to information about related parties.
7. The ultimate purpose of assessing control risk is to 
contribute to the auditor’s evaluation of the
A. Factors that raise doubts about the auditability 
of the financial statements.
B. Operating effectiveness of internal control 
policies and procedures.
C. Risk that material misstatements exist in the 
financial statements.
D. Possibility that the nature and extent of 
substantive tests may be reduced.
3. Which of the following audit risk components 
may be assessed in nonquantitative terms?
Control Detection Inherent
risk risk risk
A. Yes Yes Yes
B. No Yes Yes
C. Yes Yes No
D. Yes No Yes
8. Which of the following controls most likely would 
assure that an entity can reconstruct its financial 
records?
A. Hardware controls are built into the com­
puter by the computer manufacturer.
B. Backup diskettes or tapes of files are stored 
away from originals.
C. Personnel who are independent of data input 
perform parallel simulations.
D. System flowcharts provide accurate descrip­
tions of input and output operations.
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9. When an auditor assesses control risk below the 
maximum level, the auditor is required to document 
the auditor’s
13. Assessing control risk at below the maximum 
most likely would involve
A. Changing the timing of substantive tests by 
omitting interim-date testing and performing 
the tests at year end.
Identifying specific internal control structure 
policies and procedures relevant to specific 
assertions.
Performing more extensive substantive tests 
with larger sample sizes than originally 
planned.
Reducing inherent risk for most of the asser­
tions relevant to significant account 
balances.
B.
C.
D.
10. Audit evidence concerning segregation of duties 
ordinarily is best obtained by
A. Performing tests of transactions that cor­
roborate management’s financial statement 
assertions.
B. Observing the employees as they apply con­
trol procedures.
C. Obtaining a flowchart of activities performed 
by available personnel.
D. Developing audit objectives that reduce con­
trol risk.
14. Which of the following internal control pro­
cedures most likely would deter lapping of collections 
from customers?
A. Independent internal verification of dates of 
entry in the cash receipts journal with dates 
of daily cash summaries.
B. Authorization of write-offs of uncollectible 
accounts by a supervisor independent of 
credit approval.
C. Segregation of duties between receiving cash 
and posting the accounts receivable ledger.
D. Supervisory comparison of the daily cash 
summary with the sum of the cash receipts 
journal entries.
11. As a result of tests of controls, an auditor assessed 
control risk too low and decreased substantive testing. 
This assessment occurred because the true deviation 
rate in the population was
A. More than the risk of assessing control risk 
too low based on the auditor’s sample.
B. More than the deviation rate in the auditor’s 
sample.
C. Less than the risk of assessing control risk too 
low based on the auditor’s sample.
D. Less than the deviation rate in the auditor’s 
sample.
12. In obtaining an understanding of an entity’s in­
ternal control structure, an auditor is required to 
obtain knowledge about the
Operating 
effectiveness of 
policies and 
procedures
A. Yes
B. No
C. Yes
D. No
Design of policies 
and procedures
Yes
Yes
No
No
15. Which of the following most likely would be the 
result of ineffective internal control policies and pro­
cedures in the revenue cycle?
A. Final authorization of credit memos by per­
sonnel in the sales department could permit 
an employee defalcation scheme.
B. Fictitious transactions could be recorded, 
causing an understatement of revenues and 
an overstatement of receivables.
C. Irregularities in recording transactions in the 
subsidiary accounts could result in a delay in 
goods shipped.
D. Omission of shipping documents could go 
undetected, causing an understatement of 
inventory.
16. Mill Co. uses a batch processing method to process 
its sales transactions. Data on Mill’s sales transaction 
tape are electronically sorted by customer number and 
are subjected to programmed edit checks in preparing 
its invoices, sales journals, and updated customer 
account balances. One of the direct outputs of the crea­
tion of this tape most likely would be a
A. Report showing exceptions and control totals.
B. Printout of the updated inventory records.
C. Report showing overdue accounts receivable.
D. Printout of the sales price master file.
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Basis for 
concluding 
that control 
risk is below the 
m axim um  level
Understanding 
of the en tity’s 
internal control 
structure 
elements
A. No No
B. Yes Yes
C. Yes No
D. No Yes
Auditing
17. The authority to accept incoming goods in receiv­
ing should be based on a(an)
A. Vendor’s invoice.
B. Materials requisition.
C. Bill of lading.
D. Approved purchase order.
18. Mailing disbursement checks and remittance 
advices should be controlled by the employee who
A. Matches the receiving reports, purchase 
orders, and vendors’ invoices.
B. Signs the checks last.
C. Prepares the daily voucher summary.
D. Agrees the check register to the daily check 
summary.
19. In a well-designed internal control structure, the 
same employee may be permitted to
A. Mail signed checks, and also cancel support­
ing documents.
B. Prepare receiving reports, and also approve 
purchase orders.
C. Approve vouchers for payment, and also 
have access to unused purchase orders.
D. Mail signed checks, and also prepare bank 
reconciliations.
20. Sound internal control procedures dictate that 
defective merchandise returned by customers should 
be presented initially to the
A. Accounts receivable supervisor.
B. Receiving clerk.
C. Shipping department supervisor.
D. Sales clerk.
21. Which of the following internal control pro­
cedures most likely would justify a reduced assessed 
level of control risk concerning plant and equipment 
acquisitions?
A. Periodic physical inspection of plant and 
equipment by the internal audit staff.
B. Comparison of current-year plant and equip­
ment account balances with prior-year actual 
balances.
C. The review of prenumbered purchase orders 
to detect unrecorded trade-ins.
D. Approval of periodic depreciation entries by 
a supervisor independent of the accounting 
department.
22. Which of the following procedures most likely 
would give the greatest assurance that securities held 
as investments are safeguarded?
A. There is no access to securities between the 
year end and the date of the auditor’s 
security count.
B. Proceeds from the sale of investments are 
received by an employee who does not have 
access to securities.
C. Investment acquisitions are authorized by a 
member of the Board of Directors before 
execution.
D. Access to securities requires the signatures 
and presence of two designated officials.
23. A letter issued on reportable conditions relating 
to an entity’s internal control structure observed dur­
ing an audit of financial statements should include a
A. Restriction on the distribution of the report.
B. Description of tests performed to search for 
material weaknesses.
C. Statement of compliance with applicable 
laws and regulations.
D. Paragraph describing management’s evalua­
tion of the effectiveness of the control 
structure.
24. Reporting on the internal control structure under 
Government Auditing Standards differs from report­
ing under generally accepted auditing standards in that 
Government Auditing Standards requires a
A. Written report describing the entity’s 
internal control structure procedures 
specifically designed to prevent fraud, abuse, 
and illegal acts.
B. Written report describing each reportable 
condition observed including identification 
of those considered material weaknesses.
C. Statement of negative assurance that the 
internal control structure procedures not 
tested have an immaterial effect on the 
entity’s financial statements.
D. Statement of positive assurance that internal 
control structure procedures designed to 
detect material errors and irregularities were 
tested.
25. In performing tests of controls over authorization 
of cash disbursements, which of the following 
statistical sampling methods would be most 
appropriate?
A. Variables.
B. Stratified.
C. Ratio.
D. Attributes.
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26. Which of the following procedures would provide 
the most reliable audit evidence?
A. Inquiries of the client’s internal audit staff 
held in private.
B. Inspection of prenumbered client purchase 
orders filed in the vouchers payable 
department.
C. Analytical procedures performed by the 
auditor on the entity’s trial balance.
D. Inspection of bank statements obtained 
directly from the client’s financial institution.
31. In testing long-term investments, an auditor 
ordinarily would use analytical procedures to ascertain 
the reasonableness of the
A. Completeness of recorded investment income.
B. Classification between current and noncur­
rent portfolios.
C. Valuation of marketable equity securities.
D. Existence of unrealized gains or losses in the 
portfolio.
27. An auditor most likely would review an entity’s 
periodic accounting for the numerical sequence of 
shipping documents and invoices to support manage­
ment’s financial statement assertion of
A. Existence or occurrence.
B. Rights and obligations.
C. Valuation or allocation.
D. Completeness.
28. When auditing inventories, an auditor would 
least likely verify that
A. The financial statement presentation of 
inventories is appropriate.
B. Damaged goods and obsolete items have been 
properly accounted for.
C. All inventory owned by the client is on hand 
at the time of the count.
D. The client has used proper inventory pricing.
29. In evaluating the adequacy of the allowance for 
doubtful accounts, an auditor most likely reviews the 
entity’s aging of receivables to support managment’s 
financial statement assertion of
A. Existence or occurrence.
B. Valuation or allocation.
C. Completeness.
D. Rights and obligations.
30. Which of the following statements is correct con­
cerning analytical procedures?
A. Analytical procedures usually involve com­
parisons of ratios developed from recorded 
amounts to assertions developed by 
management.
B. Analytical procedures used in planning an 
audit generally use data aggregated at a high 
level.
C. Analytical procedures can replace tests of 
controls in gathering evidence to support the 
assessed level of control risk.
D. Analytical procedures are more efficient, but 
not more effective, than tests of details and 
transactions.
32. A purpose of a management representation letter 
is to reduce
A. Audit risk to an aggregate level of misstate­
ment that could be considered material.
B. An auditor’s responsibility to detect material 
misstatements only to the extent that the 
letter is relied on.
C. The possibility of a misunderstanding con­
cerning management’s responsibility for the 
financial statements.
D. The scope of an auditor’s procedures 
concerning related party transactions and 
subsequent events.
33. An auditor who uses the work of a specialist may 
refer to the specialist in the auditor’s report if the
A. Specialist’s findings provide the auditor 
greater assurance of reliability about 
management’s representations.
B. Auditor adds an explanatory paragraph to an 
unqualified opinion describing an uncer­
tainty resulting from the specialist’s findings.
C. Auditor’s use of the specialist’s findings is 
different from that of prior years.
D. Specialist is a related party whose findings 
fully corroborate management’s financial 
statement assertions.
34. The primary purpose of sending a standard con­
firmation request to financial institutions with which 
the client has done business during the year is to
A. Detect kiting activities that may otherwise 
not be discovered.
B. Corroborate information regarding deposit 
and loan balances.
C. Provide the data necessary to prepare a proof 
of cash.
D. Request information about contingent 
liabilities and secured transactions.
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35. Which of the following procedures would an 
auditor most likely perform for year-end accounts 
receivable confirmations when the auditor did not 
receive replies to second requests?
A. Review the cash receipts journal for the 
month prior to the year end.
B. Intensify the study of the internal control 
structure concerning the revenue cycle.
C. Increase the assessed level of detection risk 
for the existence assertion.
D. Inspect the shipping records documenting 
the merchandise sold to the debtors.
36. Which of the following is a substantive test that 
an auditor most likely would perform to verify the 
existence and valuation of recorded accounts payable?
A. Investigating the open purchase order file to 
ascertain that prenumbered purchase orders 
are used and accounted for.
B. Receiving the client’s mail, unopened, for a 
reasonable period of time after the year end 
to search for unrecorded vendor’s invoices.
C. Vouching selected entries in the accounts 
payable subsidiary ledger to purchase orders 
and receiving reports.
D. Confirming accounts payable balances with 
known suppliers who have zero balances.
37. An auditor most likely would perform substantive 
tests of details on payroll transactions and balances 
when
A. Cutoff tests indicate a substantial amount of 
accrued payroll expense.
B. The assessed level of control risk relative to 
payroll transactions is low.
C. Analytical procedures indicate unusual 
fluctuations in recurring payroll entries.
D. Accrued payroll expense consists primarily of 
unpaid commissions.
38. Which of the following documentation is required 
for an audit in accordance with generally accepted 
auditing standards?
A. A flowchart or an internal control question­
naire that evaluates the effectiveness of the 
en tity ’s internal control policies and 
procedures.
B. A client engagement letter that summarizes 
the timing and details of the auditor’s 
planned field work.
C. An indication in the working papers that the 
accounting records agree or reconcile with 
the financial statements.
D. The basis for the auditor’s conclusions when 
the assessed level of control risk is at the 
maximum level for all financial statement 
assertions.
39. Although the quantity and content of audit work­
ing papers vary with each particular engagement, an 
auditor’s permanent files most likely include
A. Schedules that support the current year’s 
adjusting entries.
B. Prior years’ accounts receivable confirma­
tions that were classified as exceptions.
C. Documentation indicating that the audit 
work was adequately planned and supervised.
D. Analyses of capital stock and other owners’ 
equity accounts.
40. An auditor would least likely use computer soft­
ware to
A. Construct parallel simulations.
B. Access client data files.
C. Prepare spreadsheets.
D. Assess EDP control risk.
41. To obtain evidence that online access controls are 
properly functioning, an auditor most likely would
A. Create checkpoints at periodic intervals after 
live data processing to test for unauthorized 
use of the system.
B. Examine the transaction log to discover 
whether any transactions were lost or 
entered twice due to a system malfunction.
C. Enter invalid identification numbers or 
passwords to ascertain whether the system 
rejects them.
D. Vouch a random sample of processed trans­
actions to assure proper authorization.
42. An advantage of statistical sampling over 
nonstatistical sampling is that statistical sampling helps 
an auditor to
A. Minimize the failure to detect errors and 
irregularities.
B. Eliminate the risk of nonsampling errors.
C. Reduce the level of audit risk and materiality 
to a relatively low amount.
D. Measure the sufficiency of the evidential 
matter obtained.
43. Which of the following most likely would be an 
advantage in using classical variables sampling rather 
than probability-proportional-to-size (PPS) sampling?
A. An estimate of the standard deviation of the 
population’s recorded amounts is not 
required.
B. The auditor rarely needs the assistance of a 
computer program to design an efficient 
sample.
C. Inclusion of zero and negative balances 
generally does not require special design 
considerations.
D. Any amount that is individually significant is 
automatically identified and selected.
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44. An auditor most likely would modify an 
unqualified opinion if the entity’s financial statements 
include a footnote on related party transactions
A. Disclosing loans to related parties at interest 
rates significantly below prevailing market 
rates.
B. Describing an exchange of real estate for 
similar property in a nonmonetary related 
party transaction.
C. Stating that a particular related party trans­
action occurred on terms equivalent to those 
that would have prevailed in an arm’s-length 
transaction.
D. Presenting the dollar volume of related party 
transactions and the effects of any change in 
the method of establishing terms from prior 
periods.
45. Which of the following procedures should an 
auditor generally perform regarding subsequent 
events?
A. Compare the latest available interim financial 
statements with the financial statements 
being audited.
B. Send second requests to the clien t’s 
customers who failed to respond to initial 
accounts receivable confirmation requests.
C. Communicate material weaknesses in the 
internal control structure to the client’s audit 
committee.
D. Review the cut-off bank statements for 
several months after the year end.
46. If a publicly held company issues financial 
statements that purport to present its financial posi­
tion and results of operations but omits the statement 
of cash flows, the auditor ordinarily will express a(an)
A. Disclaimer of opinion.
B. Qualified opinion.
C. Review report.
D. Unqualified opinion with a separate explana­
tory paragraph.
47. In which of the following circumstances would an 
auditor most likely add an explanatory paragraph to 
the standard report while not affecting the auditor’s 
unqualified opinion?
A. The auditor is asked to report on the balance 
sheet, but not on the other basic financial 
statements.
B. There is substantial doubt about the entity’s 
ability to continue as a going concern.
C. Management’s estimates of the effects of 
future events are unreasonable.
D. Certain transactions cannot be tested 
because of management’s records retention 
policy.
48. Which of the following best describes the 
auditor’s reporting responsibility concerning informa­
tion accompanying the basic financial statements in an 
auditor-submitted document?
A. The auditor has no reporting responsibility 
concerning information accompanying the 
basic financial statements.
B. The auditor should report on the information 
accompanying the basic financial statements 
only if the auditor participated in its 
preparation.
C. The auditor should report on the information 
accompanying the basic financial statements 
only if the auditor did not participate in its 
preparation.
D. The auditor should report on all the informa­
tion included in the document.
49. When an entity changes its method of accounting 
for income taxes, which has a material effect on com­
parability, the auditor should refer to the change in an 
explanatory paragraph added to the auditor’s report. 
This paragraph should identify the nature of the 
change and
A. Explain why the change is justified under 
generally accepted accounting principles.
B. Describe the cumulative effect of the change 
on the audited financial statements.
C. State the auditor’s explicit concurrence with 
or opposition to the change.
D. Refer to the financial statement note that 
discusses the change in detail.
50. Green, CPA, was engaged to audit the financial 
statements of Essex Co. after its fiscal year had ended. 
The timing of Green’s appointment as auditor and the 
start of field work made confirmation of accounts 
receivable by direct communication with the debtors 
ineffective. However, Green applied other procedures 
and was satisfied as to the reasonableness of the ac­
count balances. Green’s auditor’s report most likely 
contained a(an)
A. Unqualified opinion.
B. Unqualified opinion with an explanatory 
paragraph.
C. Qualified opinion due to a scope limitation.
D. Qualified opinion due to a departure from 
generally accepted auditing standards.
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51. Which of the following matters is covered in a 
typical comfort letter?
A. Negative assurance concerning whether the 
entity’s internal control procedures operated 
as designed during the period being audited.
B. An opinion regarding whether the entity 
complied with laws and regulations under 
Government Auditing Standards and the 
Single Audit Act of 1984.
C. Positive assurance concerning whether 
unaudited condensed financial information 
complied with generally accepted accounting 
principles.
D. An opinion as to whether the audited finan­
cial statements comply in form with the 
accounting requirements of the SEC.
52. An auditor most likely would be responsible for 
assuring that management communicates significant 
deficiencies in the design of the internal control 
structure
A. To a court-appointed creditors’ committee 
when the client is operating under Chapter 
11 of the Federal Bankruptcy Code.
B. To shareholders with significant influence 
(more than 20% equity ownership) when the 
reportable conditions are deemed to be 
material weaknesses.
C. To the Securities and Exchange Commission 
when the client is a publicly-held entity.
D. To specific legislative and regulatory bodies 
when reporting under Government Auditing 
Standards.
53. Davis, CPA, believes there is substantial doubt 
about the ability of Hill Co. to continue as a going 
concern for a reasonable period of time. In evaluating 
Hill’s plans for dealing with the adverse effects of 
future conditions and events, Davis most likely would 
consider, as a mitigating factor, Hill’s plans to
A. Accelerate research and development pro­
jects related to future products.
B. Accumulate treasury stock at prices 
favorable to Hill’s historic price range.
C. Purchase equipment and production facilities 
currently being leased.
D. Negotiate reductions in required dividends 
being paid on preferred stock.
54. The objective of a review of interim financial 
information of a public entity is to provide an accoun­
tant with a basis for reporting whether
A. A reasonable basis exists for expressing an 
updated opinion regarding the financial 
statements that were previously audited.
B. Material modifications should be made to 
conform with generally accepted accounting 
principles.
C. The financial statements are presented fairly 
in accordance with standards of interim 
reporting.
D. The financial statements are presented fairly 
in accordance with generally accepted 
accounting principles.
55. In the auditor’s report, the principal auditor 
decides not to make reference to another CPA who 
audited a client’s subsidiary. The principal auditor 
could justify this decision if, among other require­
ments, the principal auditor
A. Issues an unqualified opinion on the consol­
idated financial statements.
B. Learns that the other CPA issued an 
unqualified opinion on the subsidiary’s finan­
cial statments.
C. Is unable to review the audit programs and 
working papers of the other CPA.
D. Is satisfied as to the independence and pro­
fessional reputation of the other CPA.
56. A limitation on the scope of an audit sufficient to 
preclude an unqualified opinion will usually result 
when management
A. Is unable to obtain audited financial 
statements supporting the entity’s invest­
ment in a foreign subsidiary.
B. Refuses to disclose in the notes to the finan­
cial statements related party transactions 
authorized by the Board of Directors.
C. Does not sign an engagement letter specify­
ing the responsibilities of both the entity and 
the auditor.
D. Fails to correct a reportable condition com­
municated to the audit committee after the 
prior year’s audit.
57. Delta Life Insurance Co. prepares its financial 
statements on an accounting basis insurance com­
panies use pursuant to the rules of a state insurance 
commission. If Wall, CPA, Delta’s auditor, discovers 
that the statements are not suitably titled, Wall should
A. Disclose any reservations in an explanatory 
paragraph and qualify the opinion.
B. Apply to the state insurance commission for 
an advisory opinion.
C. Issue a special statutory basis report that 
clearly disclaims any opinion.
D. Explain in the notes to the financial 
statements the terminology used.
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58. In which of the following situations would an 
auditor ordinarily choose between expressing an 
‘‘except for’’ qualified opinion or an adverse opinion?
A. The auditor did not observe the entity’s 
physical inventory and is unable to become 
satisfied as to its balance by other auditing 
procedures.
B. The financial statements fail to disclose infor­
mation that is required by generally accepted 
accounting principles.
C. The auditor is asked to report only on the 
entity’s balance sheet and not on the other 
basic financial statements.
D. Events disclosed in the financial statements 
cause the auditor to have substantial doubt 
about the entity’s ability to continue as a 
going concern.
59. Which of the following statements is correct con­
cerning an auditor’s required communication with an 
entity’s audit committee?
A. This communication should include 
disagreements with management about 
significant audit adjustments, whether or not 
satisfactorily resolved.
B. If matters are communicated orally, it is 
necessary to repeat the communication of 
recurring matters each year.
C. If matters are communicated in writing, the 
report is required to be distributed to both the 
audit committee and management.
D. This communication is required to occur 
before the auditor’s report on the financial 
statements is issued.
Question Number 2 Begins on Page 39
60. Tell, CPA, is auditing the financial statements of 
Youth Services Co. (YSC), a not-for-profit organization, 
in accordance with Government Auditing Standa rds. 
Tell’s report on YSC’s compliance with laws and regula­
tions is required to contain statements of
A.
B.
C.
D.
Positive
assurance
Yes
Yes
No
No
Negative
assurance
Yes
No
Yes
No
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Instructions
Question Number 2 consists of 13 items pertaining to 
possible deficiencies in an accountant’s review report. 
Select the best answer for each item. Use a No. 2 pencil 
to blacken the appropriate ovals on the Objective 
Answer Sheet to indicate your answers. Answer all 
items. Your grade will be based on the total number of 
correct answers.
Jordan & Stone, CPAs, audited the financial 
statements of Tech Co., a nonpublic entity, for the year 
ended December 31, 1991, and expressed an unqual­
ified opinion. For the year ended December 31 , 1992, 
Tech issued comparative financial statements. Jordan 
& Stone reviewed Tech’s 1992 financial statements and 
Kent, an assistant on the engagement, drafted the 
accountants’ review report below. Land, the engage­
ment supervisor, decided not to reissue the prior year’s 
auditors’ report, but instructed Kent to include a 
separate paragraph in the current year’s review report 
describing the responsibility assumed for the prior 
year’s audited financial statements. This is an appro­
priate reporting procedure.
Land reviewed Kent’s draft and indicated in the 
Supervisor’s Review Notes below that there were 
several deficiencies in Kent’s draft.
Number 2 (Estimated tim e-----15 to 25 minutes)
We have reviewed and audited the accompanying 
balance sheets of Tech Co. as of December 31, 1992 and 
1991, and the related statements of income, retained 
earnings, and cash flows for the years then ended, in 
accordance with Statements on Standards for Account­
ing and Review Services issued by the American 
Institute of Certified Public Accountants and generally 
accepted auditing standards. All information included 
in these financial statements is the representation of 
the management of Tech Co.
A review consists principally of inquiries of com­
pany personnel and analytical procedures applied to 
financial data. It is substantially less in scope than an 
audit in accordance with generally accepted auditing 
standards, the objective of which is the expression of 
an opinion regarding the financial statements taken as 
a whole.
Based on our review, we are not aware of any 
material modifications that should be made to the 
accompanying financial statements. Because of the 
inherent limitations of a review engagement, this 
report is intended for the information of management 
and should not be used for any other purpose.
The financial statements for the year ended 
December 31, 1991, were audited by us and our report 
was dated March 2 , 1992. We have no responsibility for 
updating that report for events and circumstances 
occurring after that date.
Jordan and Stone, CPAs 
March 1, 1993
Accountant’s Review Report
Required:
Items 61 through 73 represent deficiencies noted 
by Land. For each deficiency, indicate whether Land 
is correct C  or incorrect I  in the criticism of Kent’s 
draft and blacken the corresponding oval on the 
Objective Answer Sheet.
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Number 2 (continued)
Items to be Answered:
Supervisor’s Review Notes
61. There should be no reference to the prior year’s 
audited financial statements in the first 
(introductory) paragraph.
62. All the current-year basic financial statements 
are not properly identified in the first (introduc­
tory) paragraph.
63. There should be no reference to the American 
Institute of Certified Public Accountants in the 
first (introductory) paragraph.
64. The accountant’s review and audit respon­
sibilities should follow management’s respon­
sibilities in the first (introductory) paragraph.
65. There should be no comparison of the scope of a 
review to an audit in the second (scope) paragraph.
66. Negative assurance should be expressed on the 
current year’s reviewed financial statements in 
the second (scope) paragraph.
67. There should be a statement that no opinion is ex- 
pressed on the current year’s financial 
statements in the second (scope) paragraph.
68. There should be a reference to “conformity with 
generally accepted accounting principles’’ in the 
third paragraph.
69. There should be no restriction on the distribution 
of the accountant’s review report in the third 
paragraph.
70. There should be no reference to “material 
modifications’’ in the third paragraph.
71. There should be an indication of the type of 
opinion expressed on the prior year’s audited 
financial statements in the fourth (separate) 
paragraph.
72. There should be an indication that no auditing 
procedures were performed after the date of the 
report on the prior year’s financial statements in 
the fourth (separate) paragraph.
73. There should be no reference to “updating the 
prior year’s auditor’s report for events and 
circumstances occurring after that date’’ in the 
fourth (separate) paragraph.
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Butler, CPA, has been engaged to audit the financial 
statements of Young Computer Outlets, Inc., a new 
client. Young is a privately-owned chain of retail stores 
that sells a variety of computer software and video pro­
ducts. Young uses an in-house payroll department at 
its corporate headquarters to compute payroll data, 
and to prepare and distribute payroll checks to its 300 
salaried employees.
Butler is preparing an internal control question­
naire to assist in obtaining an understanding of Young’s 
internal control structure and in assessing control risk.
Number 3 (Estimated tim e-----15 to 25 minutes)
Post, CPA, accepted an engagement to audit the finan­
cial statements of General Co., a new client. General 
is a publicly held retailing entity that recently replaced 
its operating management. In the course of applying 
auditing procedures, Post discovered that General’s 
financial statements may be materially misstated due 
to the existence of irregularities.
Required:
a. Describe Post’s responsibilities on the cir­
cumstances described above.
Number 4 (Estimated tim e-----15 to 25 minutes)
Required:
Prepare a “Payroll” segment of Butler’s internal 
control questionnaire that would assist in obtaining an 
understanding of Young’s internal control structure 
and in assessing control risk.
Do not prepare questions relating to cash payrolls, 
EDP applications, payments based on hourly rates, 
piecework, commissions, employee benefits (pensions, 
health care, vacations, etc.), or payroll tax accruals 
other than withholdings.
Use the format in the following example:
Question
Are paychecks prenumbered and 
accounted for?
Yes No
b. Describe Post’s responsibilities for reporting 
on General’s financial statements and other com­
munications if Post is precluded from applying 
necessary procedures in searching for irregularities.
c. Describe Post’s responsibilities for reporting 
on General’s financial statements and other com­
munications if Post concludes that General’s financial 
statements are materially affected by irregularities.
d. Describe the circumstances in which Post may 
have a duty to disclose irregularities to third parties 
outside General’s management and its audit 
committee.
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Number 5 (Estimated tim e-----15 to 25 minutes)
Cole & Cole, CPAs are auditing the financial statements 
of Consolidated Industries Co. for the year ended 
December 31, 1992. On April 2, 1993, an inquiry let­
ter to J. J. Young, Consolidated’s outside attorney, was 
drafted to corroborate the information furnished to 
Cole by management concerning pending and 
threatened litigation, claims, and assessments, and 
unasserted claims and assessments. On May 6, 1993, 
C.R. Brown, Consolidated’s Chief Financial Officer, 
gave Cole a draft of the inquiry letter below for Cole’s 
review before mailing it to Young.
Required:
Describe the omissions, ambiguities, and inappro­
priate statements and terminology in Brown’s letter 
below.
May 6, 1993
J. J. Young, Attorney at Law 
123 Main Street 
Anytown, USA
Dear J. J. Young:
In connection with an audit of our financial statements 
at December 31, 1992, and for the year then ended, 
management of the Company has prepared, and 
furnished to our auditors, Cole & Cole, CPAs, 456 
Broadway, Anytown, USA, a description and evalua­
tion of certain contingencies, including those set forth 
below involving matters with respect to which you 
have been engaged and to which you have devoted 
substantive attention on behalf of the Company in the 
form of legal consultation or representation. Your 
response should include matters that existed at 
December 31 , 1992. Because of the confidentiality of 
all these matters, your response may be limited.
In July 1988, an action was brought against the 
Company by Industrial Manufacturing Co. (Industrial) 
alleging patent infringement and seeking damages of 
$20,000,000. The action in U.S. District Court resulted 
in a decision on October 16, 1992, holding that the 
Company infringed seven Industrial patents and 
awarded damages of $14,000,000. The Company 
vigorously denies these allegations and has filed an 
appeal with the U.S. Court of Appeals for the Federal 
Circuit. The appeal process is expected to take approxi­
mately two years, but there is some chance that 
Industrial may ultimately prevail.
Please furnish to our auditors such explanation, if any, 
that you consider necessary to supplement the fore­
going information, including an explanation of those 
matters as to which your views may differ from those 
stated and an identification of the omission of any 
pending or threatened litigation, claims, and 
assessments or a statement that the list of such matters 
is complete. Your response may be quoted or referred 
to in the financial statements without further 
correspondence with you.
You also consulted on various other matters considered 
pending or threatened litigation. However, you may 
not comment on these matters because publicizing 
them may alert potential plaintiffs to the strengths of 
their cases. In addition, various other matters probable 
of assertion that have some chance of an unfavorable 
outcome, as of December 31, 1992, are unasserted 
claims and assessments.
C. R. Brown
Chief Financial Officer
In November 1992, an action was brought against the 
Company by an outside salesman alleging breach of 
contract for sales commissions and pleading a second 
cause of action for an accounting with respect to claims 
for fees and commissions. The causes of action claim 
damages of $300,000, but the Company believes it has 
meritorious defenses to the claims. The possible 
exposure of the Company to a successful judgment on 
behalf of the plaintiff is slight.
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May 7 ,  1993; 8:30 A.M. to 12:00 NOON
   
CANDIDATE NUMBER  
Record your 7-digit candidate number in 
the boxes.
 
The point values for each question, and estimated time allotments based primarily on point value, are as follows:
No. 1 .........
No. 2 .........
No. 3 .........
No. 4 ........
No. 5 .........
Totals
Point ___Estimated Minutes
Value Maximum.
60 90 110
10 15 25
10 15 25
10 15 25
10 1 5
100 150 210
INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE
1. Record your 7-digit candidate number in the 
boxes provided at the upper right-hand corner of 
this page.
Question numbers 1 and 2 should be answered on 
the Objective Answer Sheet, which is pages 15 
and 16 of your Examination Answer Booklet, You 
should attempt to answer all objective items. 
There is no penalty for incorrect responses. Since 
the objective items are computer-graded, your 
comments and calculations associate with them 
are not considered. Be certain that you have 
entered your answers on the Objective Answer 
Sheet before the examination time is up. The 
objective portion of your examination will not be 
graded if you fail to record your answers on the 
Objective Answer Sheet. You will not be given 
additional time to record your answers.
Question numbers 3, 4, and 5 should be answered 
beginning on page 3 of the Examination Answer 
Booklet. If you have not completed answering a 
question on a page, fill in the appropriate spaces 
in the wording on the bottom of the page
"QUESTION NUMBER__ CONTINUES ON
PAGE__ ." If you have completed answering a
question, fill in the appropriate space in the 
wording on the bottom of the page "QUESTION
NUMBER__ ENDS ON THIS PAGE” Always
begin the start of an answer to a question on the 
top of a new page (which may be the back side of 
a sheet of paper).
4. Record your 7-digit candidate number, state, and 
question number where indicated on pages 3 
through 14 of the Examination Answer Booklet.
5. Although the primary purpose of the examination 
is to test your knowledge and application of the 
subject matter, the ability to organize and 
present such knowledge in acceptable written 
language may be considered by the examiners.
6. You are required to turn in by the end of each 
session:
a. Attendance Record Form, front page of 
Examination Answer Booklet;
b. Objective Answer Sheet, pages 15 and 16 of 
Examination Answer Booklet;
c .  Remaining Portion of Examination Answer 
Booklet;
d. Examination Question Booklet; and
e. All unused examination materials.
Your examination will not be graded unless the 
above listed items are handed in before leaving 
the examination room.
7. Unless otherwise instructed, if you want your 
Examination Question Booklet mailed to you, 
write your name and address in both places 
indicated on the back cover and place 52 cents 
postage in the space provided. Examination 
Question Booklets will be distributed no sooner 
than the day following the administration of this 
examination.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Instructions
Select the best answer for each of the following items. 
Use a No. 2 pencil to blacken the appropriate ovals on 
the Objective Answer Sheet to indicate your answers. 
Mark only one answer for each item. Answer all 
items. Your grade will be based on the total number 
of correct answers.
Number 1 (Estimated tim e-----90 to 110 minutes)
1. Sun Corp. approved a merger plan with Cord 
Corp. One of the determining factors in approving the 
merger was the financial statements of Cord that were 
audited by Frank & Co., CPAs. Sun had engaged Frank 
to audit Cord’s financial statements. While performing 
the audit, Fr ank failed to discover certain irregularities 
that later caused Sun to suffer substantial losses. For 
Frank to be liable under common law negligence, Sun 
at a minimum must prove that Frank
A. Knew of the irregularities.
B. Failed to exercise due care.
C. Was grossly negligent.
D. Acted with scienter.
2. A CPA will most likely be negligent when the CPA 
fails to
A. Correct errors discovered in the CPA’s 
previously issued audit reports.
B. Detect all of a client’s fraudulent activities.
C. Include a negligence disclaimer in the CPA’s 
engagement letter.
D. Warn a client’s customers of embezzlement 
by the client’s Employees.
3. Which of the following elements, if present, 
would support a finding of constructive fraud on the 
part of a CPA?
A. Gross negligence in applying generally 
accepted auditing standards.
B. Ordinary negligence in applying generally 
accepted accounting principles.
C. Identified third party users.
D. Scienter.
4. A CPA’s duty of due care to a client most likely 
will be breached when a CPA
A. Gives a client an oral instead of written 
report.
B. Gives a client incorrect advice based on an 
honest error of judgment.
C. Fails to give tax advice that saves the client 
money.
D. Fails to follow generally accepted auditing 
standards.
5. To be successful in a civil action under Section 11 
of the Securities Act of 1933 concerning liability for a 
misleading registration statement, the plaintiff must 
prove the
Defendant’s intent 
to deceive
A. No
B. No
C. Yes
D. Yes
Plaintiff’s reliance 
on the registration 
statement
Yes
No
No
Yes
6 . A CPA is permitted to disclose confidential client 
information without the consent of the client to
I.
II.
III.
Another CPA who has purchased the CPA’s tax 
practice.
Another CPA firm if the information concerns 
suspected tax return irregularities.
A state CPA society voluntary quality control 
review board.
A.
B.
C.
D.
I and III only.
II and III only.
II only.
III only.
7. A CPA will be liable to a tax client for damages 
resulting from all of the following actions except
A. Failing to timely file a client’s return.
B. Failing to advise a client of certain tax 
elections.
C. Refusing to sign a client’s request for a filing 
extension.
D. Neglecting to evaluate the option of prepar­
ing joint or separate returns that would have 
resulted in a substantial tax savings for a 
married client.
44
Business Law
8 . Starr, CPA, prepared and signed Cox’s 1992 
federal income tax return. Cox informed Starr that Cox 
had paid doctors’ bills of $20,000 although Cox actually 
had paid only $7,000 in doctors’ bills during 1992. 
Based on Cox’s representations, Starr computed the 
medical expense deduction that resulted in an under­
statement of tax liability. Starr had no reason to doubt 
the accuracy of Cox’s figures and Starr did not ask Cox 
to submit documentation of the expenses claimed. Cox 
orally assured Starr that sufficient evidence of the ex­
penses existed. In connection with the preparation of 
Cox’s 1992 return, Starr is
A. Liable to Cox for interest on the underpay­
ment of tax.
B. Liable to the IRS for negligently preparing the 
return.
C. Not liable to the IRS for any penalty or 
interest.
D. Not liable to the IRS for any penalty, but is 
liable to the IRS for interest on the underpay­
ment of tax.
Items 11 through 13 are based on the following:
Downs, Frey, and Vick formed the DFV general part­
nership to act as manufacturers’ representatives. The 
partners agreed Downs would receive 40% of any part­
nership profits and Frey and Vick would each receive 
30% of such profits. It was also agreed that the part­
nership would not terminate for five years. After the 
fourth year, the partners agreed to terminate the part­
nership. At that time, the partners’ capital accounts 
were as follows: Downs, $20,000; Frey, $15,000; and 
Vick, $10,000. There also were undistributed losses of 
$30,000.
11. Which of the following statements about the form 
of the DFV partnership agreement is correct?
A. It must be in writing because the partnership 
was to last for longer than one year.
B. It must be in writing because partnership 
profits would not be equally divided.
C. It could be oral because the partners had 
explicitly agreed to do business together.
D. It could be oral because the partnership did 
not deal in real estate.
12.
9. Pym, CPA, was engaged to audit Silo Co.’s finan­
cial statements. During the audit Pym discovered that 
Silo’s inventory contained stolen goods. Silo was 
indicted and Pym was subpoenaed to testify at the 
criminal trial. Silo claimed accountant-client privilege 
to prevent Pym from testifying. Silo will be able to 
prevent Pym from testifying
A. If the action is brought in a federal court.
B. About the nature of the work performed in 
the audit.
C. Due to the common law in the majority of the 
states.
D. Where a state statute has been enacted 
creating such a privilege.
10. An accountant will be liable for damages under 
Section 1 0 (b) and Rule 10b-5 of the Securities 
Exchange Act of 1934 only if the plaintiff proves that
A. The accountant was negligent.
B. There was a material omission.
C. The security involved was registered.
D. The security was part of an original issuance.
13.
Vick’s share of the undistributed losses will be
A. $0
B. $ 1,000
C. $ 9,000
D. $10,000
If Frey died before the partnership terminated
A. Downs and Vick, as a majority of the part­
ners, would have been able to continue the 
partnership.
The partnership would have continued until 
the five year term expired.
The partnership would automatically dissolve. 
Downs and Vick would have Frey’s interest 
in the partnership.
B.
C.
D.
14. Locke and Vorst were general partners in a 
kitchen equipment business. On behalf of the partner­
ship, Locke contracted to purchase 15 stoves from 
Gage. Unknown to Gage, Locke was not authorized by 
the partnership agreement to make such contracts. 
Vorst refused to allow the partnership to accept 
delivery of the stoves and Gage sought to enforce the 
contract. Gage will
A. Lose, because Locke’s action was not 
authorized by the partnership agreement.
B. Lose, because Locke was not an agent of the 
partnership.
C. Win, because Locke had express authority to 
bind the partnership.
D. Win, because Locke had apparent authority 
to bind the partnership.
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15. Cobb, Inc,, a partner in TLC Partnership, assigns 
its partnership interest to Bean, who is not made a part­
ner. After the assignment, Bean asserts the rights to
I.
II.
Participate in the management of TLC. 
Cobb’s share of TLC’s partnership profits.
Bean  is correct as to which of these rights?
A. I only.
B. II only.
C. I and II.
D. Neither I nor II.
Items 16 through 18 are based on the following:
Amo plans to establish a spendthrift trust naming Ford 
and Sims life income beneficiaries, Trip residuary 
beneficiary, and Bing as trustee. Amo plans to fund the 
trust with an office building.
19. Colt’s will created a testamentary trust for the 
benefit of Colt’s spouse. Colt’s sister and Colt’s spouse 
were named as co-trustees of the trust. The trust pro­
vided for discretionary principal distributions to Colt’s 
spouse. It also provided that, on the death of Colt’s 
spouse, any remaining trust property was to be 
distributed to Colt’s children. Part of the trust property 
consisted of a very valuable baseball card collection. 
After Colt’s death, which of the following statements 
would be correct?
A. The co-trustees must use the same degree of 
skill, judgment, and care in managing the 
trust assets as reasonably prudent persons 
would exercise in managing their own affairs.
B. The co-trustees must employ an investment 
advisor to manage the trust assets.
C. Colt’s sister may delegate her duties as co- 
trustee to the spouse and thereby not be 
liable for the administration of the trust.
D. Under no circumstances could the spouse 
purchase the baseball card collection from 
the trust without breaching fiduciary duties 
owed to the trust and Colt’s children.
16. For the trust to be enforceable, Arno must
A. Execute a written trust instrument.
B. Provide for Bing’s trustee fees.
C. Designate a successor trustee.
D. Deed the property to Bing as trustee.
For items 17 and 18, assume an enforceable trust 
was formed.
17.
I.
Sims has the following personal creditors:
Bank holding a home mortgage note deficiency 
judgment.
II. Judgment creditor as a result of an automobile 
accident.
To which of these creditors can Bing pay Sims’ share 
of trust income?
A. I only.
B. II only.
C. Both I and II.
D. Neither I nor II.
18. Which of the following will be allocated to trust 
principal?
Annual property tax
Monthly mortgage 
principal payment
A. Yes Yes
B. Yes No
C. No Yes
D. No No
20. An irrevocable trust that contains no provision 
for change or termination can be changed or terminated 
only by the
A. Trustee.
B. Grantor.
C. Courts.
D. Consent of the majority of the beneficiaries.
21. All of the following are effective methods of 
ratifying a contract entered into by a minor except
A. Expressly ratifying the contract after 
reaching the age of majority.
B. Failing to disaffirm the contract within a 
reasonable time after reaching the age of 
majority.
C. Ratifying the contract before reaching the 
age of majority.
D. Impliedly ratifying the contract after 
reaching the age of majority.
22. Which of the following statements correctly 
applies to a typical statute of limitations?
A. The statute requires that a legal action for 
breach of contract be commenced within a 
certain period of time after the breach occurs.
B. The statute provides that only the party 
against whom enforcement of a contract is 
sought must have signed the contract.
C. The statute limits the right of a party to 
recover damages for misrepresentation 
unless the false statements were intentionally 
made.
D. The statute prohibits the admission into 
evidence of proof of oral statements about 
the meaning of a written contract.
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23. Long purchased a life insurance policy with 
Tempo Life Insurance Co. The policy named Long’s 
daughter as beneficiary. Six months after the policy 
was issued, Long died of a heart attack. Long had failed 
to disclose on the insurance application a known pre­
existing heart condition that caused the heart attack. 
Tempo refused to pay the death benefit to Long’s 
daughter. If Long’s daughter sues, Tempo will
A. Win, because Long’s daughter is an inciden­
tal beneficiary.
B. Win, because of Long’s failure to disclose the 
pre-existing heart condition.
C. Lose, because Long’s death was from natural 
causes.
D. Lose, because Long’s daughter is a third- 
party donee beneficiary.
26. Which of the following forms of income, if in 
excess of the annual exempt amount, will cause a 
reduction in a retired person’s social security benefits?
A. Annual proceeds from an annuity.
B. Director’s fees.
C. Pension payments.
D. Closely held corporation stock dividends.
27. Taxes payable under the Federal Unemployment 
Tax Act (FUTA) are
A. Deductible by the employer as a business 
expense for federal income tax purposes.
B. Payable by employers for all employees.
C. Withheld from the wages of all covered 
employees.
D. Calculated as a fixed percentage of all com­
pensation paid to an employee.
24. On February 1, Burns contracted in writing with 
Nagel to sell Nagel a used car. The contract provided 
that Burns was to deliver the car on February 15 and 
Nagel was to pay the $800 purchase price not later than 
March 15. On February 21, Bums assigned the contract 
to Ross for $600. Nagel was not notified of the assign­
ment. Which of the following statements is correct?
A. By making the assignment, Burns impliedly 
warranted Nagel would pay the full purchase 
price.
B. The assignment to Ross is invalid because 
Nagel was not notified.
C. Ross will not be subject to any contract 
defenses Nagel could have raised against 
Burns.
D. By making the assignment, Burns impliedly 
warranted a lack of knowledge of any fact 
impairing the value of the assignment.
25. Master Mfg., Inc. contracted with Accur Com­
puter Repair Corp. to maintain Master’s computer 
system. Master’s manufacturing process depends on its 
computer system operating properly at all times. A 
liquidated damages clause in the contract provided 
that Accur pay $1,000 to Master for each day that 
Accur was late responding to a service request. On 
January 12, Accur was notified that Master’s com­
puter system failed. Accur did not respond to Master’s 
service request until January 15. If Master sues Accur 
under the liquidated damage provision of the contract, 
Master will
A. Win, unless the liquidated damage provision 
is determined to be a penalty.
B. Win, because under all circumstances 
liquidated damage provisions are 
enforceable.
C. Lose, because Accur’s breach was not 
material.
D. Lose, because liquidated damage provisions 
violate public policy.
28. Kroll, an employee of Acorn, Inc., was injured in 
the course of employment while operating a forklift 
manufactured and sold to Acorn by Trell Corp. The 
forklift was defectively designed by Trell. Under the 
state’s mandatory workers’ compensation statute, 
Kroll will be successful in
Obtaining workers’ 
compensation 
_____benefits____
A. Yes
B. Yes
C. No
D. No
A negligence 
action against 
Acorn
Yes
No
Yes
No
29. Which of the following disclosures must be con­
tained in a securities registration statement filed under 
the Securities Act of 1933?
A. A list of all existing stockholders.
B. The principal purposes for which the offering 
proceeds will be used.
C. A copy of the corporation’s latest proxy 
solicitation statement.
D. The names of all prospective accredited 
investors.
30. Which of the following is least likely to be con­
sidered a security under the Securities Act of 1933?
A. Stock options.
B. Warrants.
C. General partnership interests.
D. Limited partnership interests.
31. Corporations that are exempt from registration 
under the Securities Exchange Act of 1934 are subject 
to the Act’s
A. Antifraud provisions.
B. Proxy solicitation provisions.
C. Provisions dealing with the filing of annual 
reports.
D. Provisions imposing periodic audits.
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32. Under the Securities Exchange Act of 1934, a cor­
poration with common stock listed on a national stock 
exchange
A. Is prohibited from making private placement 
offerings.
B. Is subject to having the registration of its 
securities suspended or revoked.
C. Must submit Form 10-K to the SEC except in 
those years in which the corporation has 
made a public offering.
D. Must distribute copies of Form 10-K to its 
stockholders.
33. The Securities Act of 1933 provides an exemption 
from registration for
Bonds issued by Securities issued
a municipality by a not-for-profit
for governmental charitable
purposes organization
A. Yes Yes
B. Yes No
C. No Yes
D. No No
Items 36 through 39 are based on the following:
On February 15, 1993, P.D. Stone obtained the follow­
ing instrument from Astor Co. for $1,000. Stone was 
aware that Helco, Inc. disputed liability under the 
instrument because of an alleged breach by Astor of 
the referenced computer purchase agreement. On 
March 1 , 1993, Willard Bank obtained the instrument 
from Stone for $3,900. Willard had no knowledge that 
Helco disputed liability under the instrument.
February 12, 1993
Helco, Inc. promises to pay to Astor Co. or bearer 
the sum of $4,900 (four thousand four hundred 
and 00/100 dollars) on March 12, 1993 (maker 
may elect to extend due date to March 31 , 1993) 
with interest thereon at the rate of 1 2 % per 
annum.
HELCO, INC.
By: A.J. Help______________
A.J. Help, President
Reference: Computer purchase agreement dated 
February 12, 1993
34. Which of the following securities is exempt from 
registration under the Securities Act of 1933?
A. Shares of nonvoting common stock, provided 
their par value is less than $1 .0 0 .
B. A class of stock given in exchange for another 
class by the issuer to its existing stockholders 
without the issuer paying a commission.
C. Limited partnership interests sold for the 
purpose of acquiring funds to invest in bonds 
issued by the United States.
D. Corporate debentures that were previously 
subject to an effective registration statement, 
provided they are convertible into shares of 
common stock.
The reverse side of the instrument is endorsed as 
follows:
Pay to the order of Willard Bank, without recourse 
P.D. Stone
P.D. Stone
36. The instrument is a
A. Promissory note.
B. Sight draft.
C. Check.
D. Trade acceptance.
35. Regulation D of the Securities Act of 1933
A. Restricts the number of purchasers of an 
offering to 35.
B. Permits an exempt offering to be sold to both 
accredited and nonaccredited investors.
C. Is limited to offers and sales of common stock 
that do not exceed $1.5 million.
D. Is exclusively available to small business cor­
porations as defined by Regulation D.
37. The instrument is
A. Nonnegotiable, because of the reference to 
the computer purchase agreement.
B. Nonnegotiable, because the numerical 
amount differs from the written amount.
C. Negotiable, even though the maker has the 
right to extend the time for payment.
D. Negotiable, when held by Astor, but non­
negotiable when held by Willard Bank.
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38. Which of the following statements is correct?
A. Willard Bank cannot be a holder in due 
course because Stone’s endorsement was 
without recourse.
B. Willard Bank must endorse the instrument to 
negotiate it.
C. Neither Willard Bank nor Stone are holders 
in due course.
D. Stone’s endorsement was required for 
Willard Bank to be a holder in due course.
41. The following endorsements appear on the back 
of a negotiable promissory note payable to Lake Corp.
39. If Willard Bank demands payment from Helco and 
Helco refuses to pay the instrument because of Astor’s 
breach of the computer purchase agreement, which of 
the following statements would be correct?
A. Willard Bank is not a holder in due course 
because Stone was not a holder in due 
course.
B. Helco will not be liable to Willard Bank 
because of Astor’s breach.
C. Stone will be the only party liable to Willard 
Bank because he was aware of the dispute 
between Helco and Astor.
D. Helco will be liable to Willard Bank because 
Willard Bank is a holder in due course.
Pay to John Smith only
Frank Parker, President of Lake Corp.
John Smith
Pay to the order of Sharp, Inc., without recourse, 
but only if Sharp delivers computers purchased 
by Mary Harris by March 15, 1993 
Mary Harris
Sarah Sharp, President of Sharp, Inc.
Which of the following statements is correct?
A. The note became nonnegotiable as a result of 
Parker’s endorsement.
B. Harris’ endorsement was a conditional 
promise to pay and caused the note to be 
nonnegotiable.
C. Smith’s endorsement effectively prevented 
further negotiation of the note.
D. Harris’ signature was not required to effec­
tively negotiate the note to Sharp.
40. An instrument reads as follows:
$10,000 Ludlow, Vermont February 1, 1993
I promise to pay to the order of Custer Corp. 
$1 0 , 0 0 0  within 1 0  days after the sale of my two- 
carat diamond ring. I pledge the sale proceeds to 
secure my obligation hereunder.
R. Harris
R. Harris
Which of the following statements correctly describes 
the above instrument?
A. The instrument is nonnegotiable because it is 
not payable at a definite time.
B. The instrument is nonnegotiable because it is 
secured by the proceeds of the sale of the 
ring.
C. The instrument is a negotiable promissory 
note.
D. The instrument is a negotiable sight draft 
payable on demand.
42. Robb, a minor, executed a promissory note 
payable to bearer and delivered it to Dodsen in pay­
ment for a stereo system. Dodsen negotiated the note 
for value to Mellon by delivery alone and without 
endorsement. Mellon endorsed the note in blank and 
negotiated it to Bloom for value. Bloom’s demand for 
payment was refused by Robb because the note was 
executed when Robb was a minor. Bloom gave prompt 
notice of Robb’s default to Dodsen and Mellon. None 
of the holders of the note were aware of Robb’s 
minority. Which of the following parties will be liable 
to Bloom?
Dodsen Mellon
A. Yes Yes
B. Yes No
C. No No
D. No Yes
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43. Vex Corp. executed a negotiable promissory note 
payable to Tamp, Inc. The note was collateralized by 
some of Vex’s business assets. Tamp negotiated the 
note to Miller for value. Miller endorsed the note in 
blank and negotiated it to Bilco for value. Before the 
note became due, Bilco agreed to release Vex’s col­
lateral. Vex refused to pay Bilco when the note became 
due. Bilco promptly notified Miller and Tamp of Vex’s 
default. Which of the following statements is correct?
A. Bilco will be unable to collect from Miller 
because Miller’s endorsement was in blank.
B. Bilco will be able to collect from either Tamp 
or Miller because Bilco was a holder in due 
course.
C. Bilco will be unable to collect from either 
Tamp or Miller because of Bilco’s release of 
the collateral.
D. Bilco will be able to collect from Tamp 
because Tamp was the original payee.
47. Mars, Inc. manufactures and sells VCRs on credit 
directly to wholesalers, retailers, and consumers. Mars 
can perfect its security interest in the VCRs it sells 
without having to file a financing statement or take 
possession of the VCRs if the sale is made to
A. Retailers.
B. Wholesalers that sell to distributors for resale.
C. Consumers.
D. Wholesalers that sell to buyers in the 
ordinary course of business.
48. Which of the following transactions would 
illustrate a secured party perfecting its security 
interest by taking possession of the collateral?
A. A bank receiving a mortgage on real property.
B. A wholesaler borrowing to purchase 
inventory.
C. A consumer borrowing to buy a car.
D. A pawnbroker lending money.
44. Under the UCC, a bill of lading
A. Will never be enforceable if altered.
B. Is issued by a consignee of goods.
C. Will never be negotiable unless it is endorsed.
D. Is negotiable if the goods are to be delivered 
to bearer.
45. Adams orally agreed to sell certain bearer stock 
certificates to Mason. Adams delivered the certificates 
and Mason paid Adams. Mason purchased the 
securities in good faith and without knowledge of any 
adverse claims. If Adams had stolen the certificates, 
which of the following statements would be correct?
A. Mason can rescind the contract because it 
was oral.
B. Mason’s rights to the securities would not be 
superior to those of the rightful owner.
C. By selling the securities to Mason, Adams 
made an implied warranty that the transfer 
is effective and does not violate the rights of 
any other person.
D. Mason can require Adams to endorse the cer­
tificates in blank.
46. On March 1, Green went to Easy Car Sales to buy 
a car. Green spoke to a salesperson and agreed to buy 
a car that Easy had in its showroom. On March 5, Green 
made a $500 downpayment and signed a security 
agreement to secure the payment of the balance of the 
purchase price. On March 10, Green picked up the car. 
On March 15, Easy filed the security agreement. On 
what date did Easy’s security interest attach?
A. March 1.
B. March 5.
C. March 10.
D. March 15.
49. A party who filed a security interest in inventory 
on April 1, 1993, would have a superior interest to 
which of the following parties?
A. A holder of a mechanic’s lien whose lien was 
filed on March 15, 1993.
B. A holder of a purchase money security 
interest in after acquired property filed on 
March 20, 1993.
C. A purchaser in the ordinary course of 
business who purchased on April 10, 1993.
D. A judgment lien creditor who filed its judg­
ment on April 15, 1993.
50. Under the UCC Secured Transactions Article, 
which of the following statements is correct concern­
ing the disposition of collateral by a secured creditor 
after a debtor’s default?
A. A good faith purchaser for value and without 
knowledge of any defects in the sale takes 
free of any subordinate liens or security 
interests.
B. The debtor may not redeem the collateral 
after the default.
C. Secured creditors with subordinate claims 
retain the right to redeem the collateral after 
the collateral is sold to a third party.
D. The collateral may only be disposed of at a 
public sale.
51. On July 1, 1992, Quick, Onyx, and Nash were 
deeded a piece of land as tenants in common. The deed 
provided that Quick owned ½ the property and Onyx 
and Nash owned ¼ each. If Nash dies, the property will 
be owned as follows:
A. Quick ½, Onyx ½.
B. Quick ⅝ Onyx ⅜.
C. Quick ⅓ , Onyx ⅓ , Nash’s heirs
D. Quick ½  Onyx ¼, Nash’s heirs ¼.
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52. Which of the following unities (elements) are 
required to establish a joint tenancy?
Time Title Interest Possession
A. Yes Yes Yes Yes
B. Yes Yes No No
C. No No Yes Yes
D. Yes No Yes No
53. Which of the following warranties is (are) con­
tained in a general warranty deed?
I. The grantor has the right to convey the property.
II. The grantee will not be disturbed in possession 
of the property by the grantor or some third 
party’s lawful claim of ownership.
A. I only.
B. II only.
C. I and II.
D. Neither I nor II.
54. A standard title insurance policy will generally 
insure that
A. There are no other deeds to the property.
B. The purchaser has good record title as of the 
policy’s date.
C. All taxes and assessments are paid.
D. The insurance protection will be transferable 
to a subsequent purchaser.
57. On May 1 , 1991, Chance bought a piece of property 
by taking subject to an existing unrecorded mortgage 
held by Hay Bank. On April 1 , 1992, Chance borrowed 
money from Link Finance and gave Link a mortgage 
on the property. Link did not know about the Hay 
mortgage and did not record its mortgage until July 1, 
1992. On June 1 , 1992, Chance borrowed money from 
Zone Bank and gave Zone a mortgage on the same 
property. Zone knew about the Link mortgage but did 
not know about the Hay mortgage. Zone recorded its 
mortgage on June 15, 1992. Which mortgage would 
have priority if these transactions took place in a 
notice-race jurisdiction?
A. The Hay mortgage because it was first in time.
B. The Link mortgage because Zone had notice 
of the Link mortgage.
C. The Zone mortgage because it was the first 
recorded mortgage.
D. The Zone and Link mortgages share priority 
because neither had notice of the Hay 
mortgage.
58. A mortgagor’s right of redemption will be 
terminated by a judicial foreclosure sale unless
A. The proceeds from the sale are not sufficient 
to fully satisfy the mortgage debt.
B. The mortgage instrument does not provide 
for a default sale.
C. The mortgagee purchases the property for 
market value.
D. The jurisdiction has enacted a statutory right 
of redemption.
55. In general, which of the following statements is 
correct with respect to a real estate mortgage?
A. The mortgage may not be given to secure an 
antecedent debt.
B. The mortgage must contain the actual 
amount of the underlying debt.
C. The mortgage must be signed by both the 
mortgagor (borrower) and mortgagee (lender).
D. The mortgagee may assign the mortgage to a 
third party without the mortgagor’s consent.
56. Fern purchased property from Nix for $150,000. 
Fern obtained a $90,000 loan from Jet Bank to finance 
the purchase, executing a promissory note and mort­
gage. By recording the mortgage, Jet protects its
A. Priority against a previously filed real estate 
tax lien on the property.
B. Priority against all parties having earlier 
claims to the property.
C. Rights against the claims of subsequent bona 
fide purchasers for value.
D. Rights against Fern under the promissory note.
Items 59 and 60 are based on the following:
In 1988, Pod bought a building for $220,000. At that 
time, Pod purchased a $150,000 fire insurance policy 
with Owners Insurance Co. and a $50,000 fire 
insurance policy with Group Insurance Corp. Each 
policy contained a standard 80% co-insurance clause. 
In 1992, when the building had a fair market value of 
$250,000, it was damaged in a fire.
59. How much would Pod recover from Owners if the 
fire caused $180,000 in damage?
A. $ 90,000
B. $120,000
C. $135,000
D. $150,000
60. How much would Pod recover from Owners and 
Group if the fire totally destroyed the building?
A. $160,000
B. $200,000
C. $220,000
D. $250,000
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Instructions
Question Number 2 consists of 15 items. Select the 
best answer for each item. Use a No. 2 pencil to 
blacken the appropriate ovals on the Objective Answer 
Sheet to indicate your answers. Answer all items. 
Your grade will be based on the total number of correct 
answers.
On April 15, 1992, Wren Corp., an appliance 
wholesaler, was petitioned involuntarily into 
bankruptcy under the liquidation provisions of 
Chapter 7 of the Federal Bankruptcy Code.
When the petition was filed, Wren’s creditors 
included:
Number 2 (Estimated tim e-----15 to 25 minutes)
Secured creditors Amount owed
Fifth Bank — 1st mortgage on 
warehouse owned by Wren $50,000
Hart Manufacturing Corp. — perfected 
purchase money security interest 
in inventory 30,000
TVN Computers, Inc. — perfected 
security interest in office computers 15,000
Unsecured creditors *•
IRS — 1990 federal income taxes 
Acme Office Cleaners — services 
for January, February, and 
March 1992
Ted Smith (employee) — February 
and March 1992 wages 
Joan Sims (employee) — March 
1992 commissions 
Power Electric Co. — electricity 
charges for January, February, and 
March 1992
Soft Office Supplies — supplies 
purchased in 1991
Amount owed 
$20,000
750
2,400
1,500
600
2,000
The following transactions occurred before the
bankruptcy petition was filed:
• On December 31, 1991, Wren paid off a $5,000 loan 
from Mary Lake, the sister of one of Wren’s 
directors.
• On January 30, 1992, Wren donated $2,000 to 
Universal Charities.
• On February 1, 1992, Wren gave Young Finance 
Co. a security agreement covering Wren’s office 
fixtures to secure a loan previously made by Young.
• On March 1, 1992, Wren made the final $1,000 
monthly payment to Integral Appliance Corp. on 
a two-year note.
• On April 1 , 1992, Wren purchased from Safety Co., 
a new burglar alarm system for its factory, for 
$5,000 cash.
All of Wren’s assets were liquidated. The warehouse 
was sold for $75,000, the computers were sold for 
$12,000, and the inventory was sold for $25,000. After 
paying the bankruptcy administration expenses of 
$8,000, secured creditors, and priority general 
creditors, there was enough cash to pay each non­
priority general creditor 50 cents on the dollar.
Required:
a. Items 61 through 65 represent the transac­
tions that occurred before the filing of the bankruptcy 
petition. For each transaction, determine if the trans­
action would be set aside as a preferential transfer by 
the bankruptcy court. On the Objective Answer Sheet, 
blacken if the transaction would be set aside or 
N  if the transaction would not be set aside.
61. Payment to Mary Lake
62. Donation to Universal Charities
63. Security agreement to Young Finance Co.
64. Payment to Integral Appliance Corp.
65. Purchase from Safety Co.
b. Items 66 through 70 represent creditor claims 
against the bankruptcy estate. Select from List I each 
creditor’s order of payment in relation to the other 
creditors named in items 66 through 70 and blacken the 
corresponding oval on the Objective Answer Sheet.
List I
66. Bankruptcy administration expense A. First
67. Acme Office Cleaners B. Second
68. Fifth Bank C. Third
69. IRS D. Fourth
70. Joan Sims E. Fifth
c. Items 71 through 75 also represent creditor 
claims against the bankruptcy estate. For each of the 
creditors listed in Items 71 through 75, select from 
List II the amount that creditor will receive and 
blacken the corresponding oval on the Objective 
Answer Sheet.
List II
71. TVN Computers, Inc. A. $0
72. Hart Manufacturing Corp. B. $ 300
73. Ted Smith C. $ 600
74. Power Electric Co. D. $ 1,000
75. Soft Office Supplies E. $ 1,200
F. $ 2,000
G. $ 2,200
H. $ 2,400
I. $12,000
J. $13,500
K. $15,000
L. $25,000
M. $27,500
N. $30,000
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Edwards, a director and a 10% stockholder in National 
Corp., is dissatisfied with the way National’s officers, 
particularly Olsen, the president, have been operating 
the corporation. Edwards has made many suggestions 
that have been rejected by the board of directors, and 
has made several unsuccessful attempts to have Olsen 
removed as president.
National and Grand Corp. had been negotiating a 
merger that Edwards has adamantly opposed. Edwards 
has blamed Olsen for initiating the negotiation and has 
urged the board to fire Olsen. National’s board refused 
to fire Olsen. In an attempt to defeat the merger, 
Edwards approached Jenkins, the president of Queen 
Corp., and contracted for Queen to purchase several 
of National’s assets. Jenkins knew Edwards was a 
National director, but had never done business with 
National. When National learned of the contract, it 
notified Queen that the contract was invalid.
Edwards filed an objection to the merger before 
the stockholders’ meeting called to consider the merger 
proposal was held. At the meeting, Edwards voted 
against the merger proposal.
Despite Edward’s efforts, the merger was 
approved by both corporations. Edwards then orally 
demanded that National purchase Edwards’ stock, 
citing the dissenters rights provision of the corpora­
tion’s by-laws, which reflects the Model Business Cor­
poration Act.
National’s board has claimed National does not 
have to purchase Edward’s stock.
Number 3 (Estimated tim e-----15 to 25 minutes) Required:
Answer the following questions and give the 
reasons for your answers.
a. Will Edwards be successful in a lawsuit to 
have Olsen removed as president?
b. Will Edwards be successful in a lawsuit to 
have National purchase the stock?
c. 1. Will Queen be successful in a lawsuit 
against National?
2. Will Queen be successful in a lawsuit 
against Edwards?
As a result of the above:
• Edwards initiated a minority stockholder’s action 
to have Olsen removed as president and to force 
National to purchase Edwards’ stock.
• Queen sued National to enforce the contract 
and/or collect damages. •
• Queen sued Edwards to collect damages.
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West Corp. is involved in the following disputes:
• On September 16, West’s president orally offered 
to hire Dodd Consultants, Inc. to do computer con­
sulting for West. The offer provided for a three- 
year contract at $5,000 per month. West agreed 
that Dodd could have until September 30 to decide 
whether to accept the offer. If Dodd chose to 
accept the offer, its acceptance would have to be 
received by September 30.
On September 27, Dodd sent West a letter accept­
ing the offer. West received the letter on 
October 2. On September 28, West’s president 
decided that West’s accounting staff could handle 
West’s computer problems and notified Dodd by 
telephone that the offer was withdrawn. Dodd 
argued that West had no right to revoke its offer, 
and that Dodd had already accepted the offer by 
mail.
Dodd claims that it has a binding contract with 
West because:
• West’s offer could not be revoked before 
September 30.
• Dodd’s acceptance was effective on 
September 27, when the letter accepting the 
offer was mailed.
West’s president claims that if an agreement exists 
that agreement would not be enforceable against 
West because of the Statute of Frauds requirement 
that the contract be in writing.
• On March 1, West signed a lease with Abco Real 
Estate, Inc. for warehouse space. The lease 
required that West repair and maintain the 
warehouse. On April 14, West orally asked Abco 
to paint the warehouse. Despite the lease provision 
requiring West to repair and maintain the 
warehouse, Abco agreed to do so by April 30. On 
April 29, Abco advised West that Abco had decided 
not to paint the warehouse. West demanded that 
Abco paint the warehouse under the April 14 
agreement. Abco refused and has taken the follow­
ing positions:
• Abco’s April 14 agreement to paint the 
warehouse is not binding on Abco because it 
was a modification of an existing contract. 
• Because the April 14 agreement was oral and 
the March 1 lease was in writing, West would 
not be allowed to introduce evidence in any 
litigation relating to the April 14 oral 
agreement.
Number 4 (Estimated tim e-----15 to 25 minutes) Required;
a. State whether Dodd’s claims are correct and 
give the reasons for your conclusions.
b. State whether West’s president’s claim is 
correct and give the reasons for your conclusion.
c. State whether Abco’s positions are correct 
and give the reasons for your conclusions.
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Angler Corp., a food distributor, is involved in the
following disputes:
• On September 8, Angler shipped the wrong grade 
of tuna to Mason Restaurants, Inc. under a con­
tract that stated as follows: “F.O.B. — Angler’s 
loading dock.” During shipment, the tuna was 
destroyed in an accident involving the common 
carrier’s truck. Mason has refused to pay for the 
tuna, claiming the risk of loss belonged to Angler 
at the time of the accident.
• On October 3, Angler shipped 100 bushels of 
peaches to Classic Foods, Inc., a retail grocer. 
Because of a delay in shipping, the peaches rotted. 
Classic elected to reject the peaches and notified 
Angler of this decision. Angler asked Classic to 
return the peaches at Angler’s expense. Classic 
refused the request, claiming it had no obligation 
to do so.
• On October 23, Angler orally contracted to sell 
Regal Fast-Food 1,000 pounds of hamburger meat 
for $900. Delivery was to be made on October 31. 
On October 29, after Angler had shipped the ham­
burger meat to Regal, Regal sent Angler the follow­
ing signed correspondence:
‘‘We are not going to need the 1,000 pounds of 
meat we ordered on October 23. Don’t ship.’’
Regal rejected the shipment and claimed it is not 
obligated to purchase the hamburger meat because 
there is no written contract between Angler and 
Regal.
Number 5 (Estimated tim e-----15 to 25 minutes) Required:
a. State whether Mason’s claim is correct and 
give the reasons for your conclusion.
b. State whether Classic’s claim is correct and 
give the reasons for your conclusion.
c. State whether Regal’s claim is correct and give 
the reasons for your conclusion.
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Q - T
 CANDIDATE NUMBER
Record your 7-digit candidate number in 
the boxes.
 ___  
The point values for each question, and estimated time allotments based primarily on point value, are as follows;
Point Estimated Minutes___
Va lue Minim u m M a xim um
No. 1 ..................................... 90 110
No. 2 ..................................... ...................................  10 15 25
No. 3 ..................................... .................................... 10 15 25
No. 4 ..................................... .................................... 10 15 25
No. 5 ..................... ............... .................................... 10 1 5
Totals............................ ..................................... 150 210
INSTRUCTIONS TO CANDIDATES
FAILURE TO FOLLOW THESE INSTRUCTIONS MAY HAVE AN ADVERSE EFFECT ON YOUR EXAMINATION GRADE
1. Record your 7-digit candidate number in the 
boxes provided a t the upper right-hand corner of 
this page.
Question numbers 1 and 2 should be answered on 
the Objective Answer Sheet, which is pages 15 
and 16 of your Examination Answer Booklet. You 
should attem pt to answer all objective items. 
There is no penalty for incorrect responses. Since 
the objective items are computer-graded, your 
comments and calculations associated with them 
are not considered. Be certain that you have 
entered your answers on the Objective Answer 
Sheet before the examination time is up. The 
objective portion of your examination will not be 
graded if you fail to record your  answers on the 
Objective Answer Sheet. You will not be given 
additional time to record your answers.
Question numbers 3, 4, and 5 should be answered 
beginning on page 3 of the Examination Answer 
Booklet. If you have not completed answering a 
question on a page, fill in the appropriate spaces 
in the wording on the bottom of the page
"QUESTION NUM BER__ CONTINUES ON
PAGE _. "  If you have completed answering a
question, fill in the appropriate space in the 
wording on the bottom of the page "QUESTION
NUMBER__ ENDS ON THIS PAGE." Always
begin the start of an answer to a question on the 
top of a new page (which may be the back side of 
a sheet of paper).
4. Record your 7-digit candidate number, state, and 
question number where indicated on pages 3 
through 14 of the Examination Answer Booklet.
5. Although the primary purpose of the examination 
is to test your knowledge and application of the 
subject m atter, the ability to organize and 
present such knowledge in acceptable written 
language may be considered by the examiners.
6. You are required to turn in by the end of each 
session:
a. Attendance Record Form, front page of 
Examination Answer Booklet;
b. Objective Answer Sheet, pages 15 and 16 of 
Examination Answer Booklet;
C. Remaining Portion of Examination Answer 
Booklet;
d. Examination Question Booklet; and
e. All unused examination materials.
Your examination will not be graded unless the 
above listed items are handed in before leaving 
the examination room.
7. Unless otherwise instructed, if you want your 
Examination Question Booklet mailed to you, 
write your name and address in both places 
indicated on the back cover and place 52 cents 
postage in the space provided. Examination 
Question Booklets will be distributed no sooner 
than the day following the administration of this 
examination.
Prepared by the Board of Examiners of the American Institute of Certified Public Accountants and adopted by the 
examining boards of all states, the District of Columbia, Guam, Puerto Rico, and the Virgin Islands of the United States.
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Number 1 (Estimated tim e---- 90 to 110 minutes)
Instructions
Select the best answer for each of the following items 
relating to a variety of issues in accounting. Use a 
No. 2 pencil to blacken the appropriate ovals on the 
Objective Answer Sheet to indicate your answers. 
Mark only one answer for each item. Answer all 
items. Your grade will be based on the total number 
of correct answers.
1. According to the FASB conceptual framework, 
which of the following situations violates the concept 
of reliability?
A. Financial statements were issued nine 
months late.
B. Report data on segments having the same 
expected risks and growth rates to analysts 
estimating future profits.
C. Financial statements included property with 
a carrying amount increased to manage­
ment’s estimate of market value.
D. Management reports to stockholders 
regularly refer to new projects undertaken, 
but the financial statements never report 
project results.
2. A property dividend should be recorded in 
retained earnings at the property’s
A. Market value at date of declaration.
B. Market value at date of issuance (payment).
C. Book value at date of declaration.
D. Book value at date of issuance (payment).
3. On December 31, 1992, Brooks Co. decided to end 
operations and dispose of its assets within three 
months. At December 31, 1992, the net realizable 
value of the equipment was below historical cost. What 
is the appropriate measurement basis for equipment 
included in Brooks’ December 31, 1992, balance sheet?
A. Historical cost.
B. Current reproduction cost.
C. Net realizable value.
D. Current replacement cost.
4. Port Inc. owns 100% of Salem Inc. On January 1, 
1992, Port sold Salem delivery equipment at a gain. 
Port had owned the equipment for two years and used 
a five-year straight-line depreciation rate with no 
residual value. Salem is using a three-year straight-line 
depreciation rate with no residual value for the equip­
ment. In the consolidated income statement, Salem’s 
recorded depreciation expense on the equipment for 
1992 will be decreased by
A. 20% of the gain on sale.
B. 3 3 ⅓% of the gain on sale.
C. 50% of the gain on sale.
D. 100% of the gain on sale.
5. When a parent-subsidiary relationship exists, con­
solidated financial statements are prepared in recogni­
tion of the accounting concept of
A. Reliability.
B. Materiality.
C. Legal entity.
D. Economic entity.
6. On September 1 , 1990, Phillips, Inc. issued com­
mon stock in exchange for 20% of Sago, Inc.’s out­
standing common stock. On July 1 , 1992, Phillips issued 
common stock for an additional 75% of Sago’s out­
standing common stock. Sago continues in existence 
as Phillips’ subsidiary. How much of Sago’s 1992 net 
income should be reported as accruing to Phillips?
A. 20% of Sago’s net income to June 30 and all 
of Sago’s net income from July 1 to 
December 31.
20% of Sago’s net income to June 30 and 95% 
of Sago’s net income from July 1 to 
December 31.
95% of Sago’s net income.
All of Sago’s net income.
B.
C.
D.
7. PDX Corp. acquired 100% of the outstanding 
common stock of Sea Corp. in a purchase transaction. 
The cost of the acquisition exceeded the fair value of 
the identifiable assets and assumed liabilities. The 
general guidelines for assigning amounts to the inven­
tories acquired provide for
A. Raw materials to be valued at original cost.
B. Work in process to be valued at the estimated 
selling prices of finished goods, less both costs 
to complete and costs of disposal.
C. Finished goods to be valued at replacement 
cost.
D. Finished goods to be valued at estimated sell­
ing prices, less both costs of disposal and a 
reasonable profit allowance.
8. Combined statements may be used to present the 
results of operations of
Companies under 
common 
management
A. No
B. Yes
C. No
D. Yes
Commonly
controlled
companies
Yes
No
No
Yes
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9. On April 30, 1993, Algee, Belger, and Ceda 
formed a partnership by combining their separate 
business proprietorships. Algee contributed cash of 
$50,000. Belger contributed property with a $36,000 
carrying amount, a $40,000 original cost, and $80,000 
fair value. The partnership accepted responsibility for 
the $35,000 mortgage attached to the property. Ceda 
contributed equipment with a $30,000 carrying 
amount, a $75,000 original cost, and $55,000 fair value. 
The partnership agreement specifies that profits and 
losses are to be shared equally but is silent regarding 
capital contributions. Which partner has the largest 
April 30, 1993, capital account balance?
A. Algee.
B. Belger.
C. Ceda.
D. All capital account balances are equal.
10. In 1990, Fogg, Inc. issued $ 10 par value common 
stock for $25 per share. No other common stock trans­
actions occurred until March 31, 1992, when Fogg 
acquired some of the issued shares for $20 per share 
and retired them. Which of the following statements 
correctly states an effect of this acquisition and 
retirement?
A. 1992 net income is decreased.
B. 1992 net income is increased.
C. Additional paid-in capital is decreased.
D. Retained earnings is increased.
11. In 1991, Lee Co. acquired, at a premium, Enfield, 
Inc. 10-year bonds as a long-term investment. At 
December 31 , 1992, Enfield’s bonds were quoted at a 
small discount. Which of the following situations is the 
most likely cause of the decline in the bonds’ market 
value?
A. Enfield issued a stock dividend.
B. Enfield is expected to call the bonds at a 
premium, which is less than Lee’s carrying 
amount.
C. Interest rates have declined since Lee pur­
chased the bonds.
D. Interest rates have increased since Lee pur­
chased the bonds.
13. Quoit, Inc. issued preferred stock with detachable 
common stock warrants. The issue price exceeded the 
sum of the warrants’ fair value and the preferred 
stocks’ par value. The preferred stocks’ fair value was 
not determinable. What amount should be assigned to 
the warrants outstanding?
A. Total proceeds.
B. Excess of proceeds over the par value of the 
preferred stock.
C. The proportion of the proceeds that the 
warrants’ fair value bears to the preferred 
stocks’ par value.
D. The fair value of the warrants.
14. In a compensatory stock option plan for which the 
grant, measurement, and exercise date are all dif­
ferent, the stock options outstanding account should 
be reduced at the
A. Date of grant.
B. Measurement date.
C. Beginning of the service period.
D. Exercise date.
15. Which of the following items are included in com­
puting fully diluted earnings per share, but are not 
included in computing primary earnings per share?
A. Common shares issued during the year.
B. Convertible bonds (dilutive) that are not 
common stock equivalents.
C. Convertible bonds (nondilutive) that are 
common stock equivalents.
D. Stock warrants (dilutive).
16. In an exchange of similar assets, Transit Co. 
received equipment with a fair value equal to the 
carrying amount of equipment given up. Transit also 
contributed cash. As a result of the exchange, Transit 
recognized
A. A loss equal to the cash given up.
B. A loss determined by the proportion of cash 
paid to the total transaction value.
C. A gain determined by the proportion of cash 
paid to the total transaction value.
D. Neither gain nor loss.
12. On March 31, 1992, Ashley, Inc.’s bondholders 
exchanged their convertible bonds for common stock. 
The carrying amount of these bonds on Ashley’s books 
was less than the market value but greater than the par 
value of the common stock issued. If Ashley used the 
book value method of accounting for the conversion, 
which of the following statements correctly states an 
effect of this conversion?
A. Stockholders’ equity is increased.
B. Additional paid-in capital is decreased.
C. Retained earnings is increased.
D. An extraordinary loss is recognized.
17. Which of the following errors could result in an 
overstatement of both current assets and stockholders’ 
equity?
A. An understatem ent of accrued sales 
expenses.
B. Noncurrent note receivable principal is 
misclassified as a current asset.
C. Annual depreciation on manufacturing 
machinery is understated.
D. Holiday pay expense for administrative 
employees is misclassified as manufacturing 
overhead.
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18. Weald Co. took advantage of market conditions 
to refund debt. This was the fifth refunding operation 
carried out by Weald within the last four years. The 
excess of the carrying amount of the old debt over the 
amount paid to extinguish it should be reported as a(an)
A. Deferred credit to be amortized over life of 
new debt.
B. Part of continuing operations.
C. Extraordinary gain, net of income taxes.
D. Extraordinary loss, net of income taxes.
19. During 1992, Krey Co. increased the estimated 
quantity of copper recoverable from its mine. Krey 
uses the units of production depletion method. As a 
result of the change, which of the following should be 
reported in Krey’s 1992 financial statements?
A.
B.
C.
D.
Cumulative effect 
of a change in 
accounting 
principle
Yes
Yes
No
No
Pro forma effects 
of retroactive 
application of new 
depletion base
Yes
No
No
Yes
20. On August 31, 1992, Harvey Co. decided to 
change from the FIFO periodic inventory system to the 
weighted average periodic inventory system. Harvey 
is on a calendar year basis. The cumulative effect of 
the change is determined
A. As of January 1, 1992.
As of August 31, 1992.
During the eight months ending August 31, 
1992, by a weighted average of the 
purchases.
During 1992 by a weighted average of the 
purchases.
B.
C.
D.
21. Due to a decline in market price in the second 
quarter, Petal Co. incurred an inventory loss. The 
market price is expected to return to previous levels 
by the end of the year. At the end of the year the 
decline had not reversed. When should the loss be 
reported in Petal’s interim income statements?
A. Ratably over the second, third, and forth 
quarters.
B. Ratably over the third and fourth quarters.
C. In the second quarter only.
D. In the fourth quarter only.
22. When the market value of an investment in debt 
securities exceeds its carrying amount, how should 
each of the following assets be reported at the end of 
the year?
Long-term Short-term
marketable debt marketable debt
securities securities
A. Market value Carrying amount
B. Carrying amount Market value
C. Carrying amount Carrying amount
D. Market value Market value
23. On both December 31, 1991, and December 31, 
1992, Kopp Co.’s only marketable equity security had 
the same market value, which was below cost. Kopp 
considered the decline in value to be temporary in 1991 
but other than temporary in 1992. At the end of both 
years the security was classified as a noncurrent asset. 
Kopp could not exercise significant influence over the 
investee. What should be the effects of the determina­
tion that the decline was other than temporary on 
Kopp’s 1992 net noncurrent assets and net income?
A. No effect on both net noncurrent assets and 
net income.
B. No effect on net noncurrent assets and 
decrease in net income.
C. Decrease in net noncurrent assets and no 
effect on net income.
D. Decrease in both net noncurrent assets and 
net income.
24. On Merf’s April 30, 1993, balance sheet a note 
receivable was reported as a noncurrent asset and its 
accrued interest for eight months was reported as a 
current asset. Which of the following terms would fit 
Merf’s note receivable?
A. Both principal and interest amounts are 
payable on August 31 , 1993, and August 31, 
1994.
B. Principal and interest are due December 31, 
1993.
C. Both principal and interest amounts are 
payable on December 31, 1993, and 
December 31, 1994.
D. Principal is due August 31, 1994, and interest 
is due August 31, 1993, and August 31, 1994.
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25. Which of the following statements concerning 
patents is correct?
A. Legal costs incurred to successfully defend an 
internally developed patent should be 
capitalized and amortized over the patent’s 
remaining economic life.
B. Legal fees and other direct costs incurred in 
registering a patent should be capitalized and 
amortized on a straight-line basis over a five- 
year period.
C. Research and development contract services 
purchased from others and used to develop 
a patented manufacturing process should be 
capitalized and amortized over the patent’s 
economic life.
D. Research and development costs incurred to 
develop a patented item should be capitalized 
and amortized on a straight-line basis over 17 
years.
28. Which of the following uses the straight-line 
depreciation method?
A.
B.
C.
D.
Group
depreciation
No
Yes
Yes
No
Composite
depreciation
No
No
Yes
Yes
29. In 1991, a contract dispute between Dollis Co. and 
Brooks Co. was submitted to binding arbitration. In 
1991, each party’s attorney indicated privately that 
the probable award in Dollis’ favor could be reasonably 
estimated. In 1992, the arbitrator decided in favor of 
Dollis. When should Dollis and Brooks recognize their 
respective gain and loss?
26. A building suffered uninsured fire damage. The 
damaged portion of the building was refurbished with 
higher quality materials. The cost and related 
accumulated depreciation of the damaged portion are 
identifiable. To account for these events, the owner 
should
A. Reduce accumulated depreciation equal to 
the cost of refurbishing.
B. Record a loss in the current period equal to 
the sum of the cost of refurbishing and the 
carrying amount of the damaged portion of 
the building.
C. Capitalize the cost of refurbishing and record 
a loss in the current period equal to the carry­
ing amount of the damaged portion of the 
building.
D. Capitalize the cost of refurbishing by adding 
the cost to the carrying amount of the 
building.
Dollis ’ gain Brooks’ loss
A. 1991 1991
B. 1991 1992
C. 1992 1991
D. 1992 1992
30. Which of the following information should be 
disclosed by a company providing health care benefits 
to its retirees?
I. The assumed health care cost trend rate used to 
measure the expected cost of benefits covered 
by the plan.
II. The accumulated post-retirement benefit 
obligation.
A. I and II.
B. I only.
C. II only.
D. Neither I nor II.
27. On January 1 , 1988, Crater, Inc. purchased equip­
ment having an estimated salvage value equal to 20% 
of its original cost at the end of a 10-year life. The 
equipment was sold December 31, 1992, for 50% of its 
original cost. If the equipment’s disposition resulted in 
a reported loss, which of the following depreciation 
methods did Crater use?
A. Double-declining balance.
B. Sum-of-the-years’-digits.
C. Straight-line.
D. Composite.
31. The summary of significant accounting policies 
should disclose the
A. Maturity dates of noncurrent debts.
B. Terms for convertible debt to be exchanged 
for common stock.
C. Concentration of credit risk of all financial 
instruments by geographical region.
D. Criteria for determining which investments 
are treated as cash equivalents.
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32. On September 1, 1992, Canary Co. sold used 
equipment for a cash amount equaling its carrying 
amount for both book and tax purposes. On 
September 15, 1992, Canary replaced the equipment 
by paying cash and signing a note payable for new 
equipment. The cash paid for the new equipment 
exceeded the cash received for the old equipment. 
How should these equipment transactions be reported 
in Canary’s 1992 statement of cash flows?
A. Cash outflow equal to the cash paid less the 
cash received.
B. Cash outflow equal to the cash paid and note 
payable less the cash received.
C. Cash inflow equal to the cash received and a 
cash outflow equal to the cash paid and note 
payable.
D. Cash inflow equal to the cash received and a 
cash outflow equal to the cash paid.
35. In 1992, hail damaged several of Toncan Co.’s 
vans. Hailstorms had frequently inflicted similar 
damage to Toncan’s vans. Over the years, Toncan had 
saved money by not buying hail insurance and either 
paying for repairs, or selling damaged vans and then 
replacing them. In 1992, the damaged vans were sold 
for less than their carrying amount. How should the 
hail damage cost be reported in Toncan’s 1992 finan­
cial statements?
A. The actual 1992 hail damage loss as an 
extraordinary loss, net of income taxes. 
The actual 1992 hail damage loss in continu­
ing operations, with no separate disclosure. 
The expected average hail damage loss in 
continuing operations, with no separate 
disclosure.
The expected average hail damage loss in 
continuing operations, with separate 
disclosure.
B.
D.
33. How should a gain from the sale of used equip­
ment for cash be reported in a statement of cash flows 
using the indirect method?
A. In investment activities as a reduction of the 
cash inflow from the sale.
B. In investment activities as a cash outflow.
C. In operating activities as a deduction from 
income.
D. In operating activities as an addition to income.
36. In financial reporting of segment data, which of 
the following items is used in determining a segment’s 
operating income?
A. Income tax expense.
B. Sales to other segments.
C. General corporate expense.
D. Gain or loss on discontinued operations.
37. A segment of Ace Inc. was discontinued during 
1992. Ace’s loss on disposal should
A. Exclude employee relocation costs associated 
with the decision to dispose.
B. Exclude operating losses during the phase­
out period.
C. Include additional pension costs associated 
with the decision to dispose.
D. Include operating losses of the current period 
up to the measurement date.
34. On October 1, 1992, Velec Co., a U.S. company, 
contracted to purchase foreign goods requiring pay­
ment in francs one month after their receipt at Velec’s 
factory. Title to the goods passed on December 15, 
1992. The goods were still in transit on December 31, 
1992. Exchange rates were one dollar to 22 francs, 20 
francs, and 21 francs on October 1, December 15, and 
December 31, 1992, respectively. Velec should account 
for the exchange rate fluctuation in 1992 as
A. A loss included in net income before extraor­
dinary items.
B. A gain included in net income before extraor­
dinary items.
C. An extraordinary gain.
D. An extraordinary loss.
38. On January 1 , 1990, JCK Co. signed a contract for 
an eight-year lease of its equipment with a 10-year life. 
The present value of the 16 equal semiannual 
payments in advance equaled 85% of the equipment’s 
fair value. The contract had no provision for JCK, the 
lessor, to give up legal ownership of the equipment. 
Should JCK recognize rent or interest revenue in 1992, 
and should the revenue recognized in 1992 be the same 
or smaller than the revenue recognized in 1991?
1992 revenues 
recognized
1992 amount recognized 
compared to 1991
A. Rent The same
B. Rent Smaller
C. Interest The same
D. Interest Smaller
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39, Quo Co. rented a building to Hava Fast Food. Each 
month Quo receives a fixed rental amount plus a 
variable rental amount based on Hava’s sales for that 
month. As sales increase so does the variable rental 
amount, but at a reduced rate. Which of the following 
curves reflects the monthly rentals under the 
agreement?
Quo's
rental
revenue
A. I
B. II
C. m
D. IV
43. Which of the following standard costing variances 
would be le a s t controllable by a production 
supervisor?
A. Overhead volume.
B. Overhead efficiency.
C. Labor efficiency.
D. Material usage.
44. The benefits of a just-in-time system for raw 
materials usually include
A. Elimination of nonvalue adding operations.
B. Increase in the number of suppliers, thereby 
ensuring competitive bidding.
C. Maximization of the standard delivery quan­
tity, thereby lessening the paperwork for 
each delivery.
D. Decrease in the number of deliveries 
required to maintain production.
40. Delect Co. provides repair services for the AZ195 
TV set. Customers prepay the fee on the standard one- 
year service contract. Th e 1991 and 1992 contracts 
were identical, and the number of contracts outstand­
ing was substantially the same at the end of each year. 
However, Delect’s December 31, 1992, deferred 
revenues’ balance on unperformed service contracts 
was significantly less than the balance at December 31, 
1991. Which of the following situations might account 
for this reduction in the deferred revenue balance?
A. Most 1992 contracts were signed later in the 
calendar year than were the 1991 contracts.
B. Most 1992 contracts were signed earlier in the 
calendar year than were the 1991 contracts.
C. The 1992 contract contribution margin was 
greater than the 1991 contract contribution 
margin.
D. The 1992 contribution margin was less than 
the 1991 contract contribution margin.
41. In a traditional job order cost system, the issue of 
indirect materials to a production department increases
A. Stores control.
B. Work in process control.
C. Factory overhead control.
D. Factory overhead applied.
42. For purposes of allocating joint costs to joint 
products, the sales price at point of sale, reduced by 
cost to complete after split-off, is assumed to be equal 
to the
A. Total costs.
B. Joint costs.
C. Sales price less a normal profit margin at 
point of sale.
D. Relative sales value at split-off.
45. A manufacturing company prepares income 
statements using both absorption and variable costing 
methods. At the end of a period actual sales revenues, 
total gross profit, and total contribution margin 
approximated budgeted figures; whereas net income 
was substantially greater than the budgeted amount. 
There were no beginning or ending inventories. The 
most likely explanation of the net income increase is 
that, compared to budget, actual
A. Manufacturing fixed costs had increased.
B. Selling and administrative fixed expenses 
had decreased.
C. Sales prices and variable costs had increased 
proportionately.
D. Sales prices had declined proportionately less 
than variable costs.
46. The basic difference between a master budget 
and a flexible budget is that a master budget is
A. Based on one specific level of production and 
a flexible budget can be prepared for any pro­
duction level within a relevant range.
B. Only used before and during the budget 
period and a flexible budget is only used after 
the budget period.
C. Based on a fixed standard, whereas a flexible 
budget allows management latitude in 
meeting goals.
D. For an entire production facility whereas a 
flexible budget is applicable to single depart­
ments only.
62
Accounting Theory
47. A project’s net present value, ignoring income tax 
considerations, is normally affected by the
A. Proceeds from the sale of the asset to be 
replaced.
B. Carrying amount of the asset to be replaced 
by the project.
C. Amount of annual depreciation on the asset 
to be replaced.
D. Amount of annual depreciation on fixed 
assets used directly on the project.
48. Breakeven analysis assumes that over the rele­
vant range
A. Total fixed costs are nonlinear.
B. Total costs are unchanged.
C. Unit variable costs are unchanged.
D. Unit revenues are nonlinear.
49. Nonfinancial performance measures are impor­
tant to engineering and operations managers in assess­
ing the quality levels of their products. Which of the 
following indicators can be used to measure product 
quality?
I. Returns and allowances.
II. Number and types of customer complaints.
III. Production cycle time.
A. I and II only.
B. I and III only.
C. II and III only.
D. I, II, and III.
51. Fixed assets donated to a governmental unit 
should be recorded
A. At estimated fair value when received.
B. At the lower of donor’s carrying amount or 
estimated fair value when received.
C. At the donor’s carrying amount.
D. As a memorandum entry only.
52. The estimated revenues control account balance 
of a governmental fund type is eliminated when
A. The budget is recorded.
B. The budgetary accounts are closed.
C. Appropriations are closed.
D. Property taxes are recorded.
53. Encumbrances outstanding at year-end in a 
state’s general fund should be reported as a
A. Liability in the general fund.
B. Fund balance reserve in the general fund.
C. Liability in the general long-term debt 
account group.
D. Fund balance designation in the general fund.
54. When equipment was purchased with general 
fund resources, an appropriate entry was made in the 
general fixed asset account group. Which of the follow­
ing accounts would have been increased in the general 
fund?
A. Due from general fixed asset account group.
B. Expenditures.
C. Appropriations.
D. No entry should be made in the general fund.
50. Using regression analysis, Fairfield Co. graphed 
the following relationship of its cheapest product line’s 
sales with its customers’ income levels:
If there is a strong statistical relationship between the 
sales and customers’ income levels, which of the 
following numbers best represents the correlation 
coefficient for this relationship?
A. -9.00
B. -0.93
C. +0.93
D. +9.00
55. Which of the following funds of a governmental 
unit recognizes revenues in the accounting period in 
which they become available and measurable?
General fund Enterprise fund
A. Yes No
B. No Yes
C. Yes Yes
D. No No
56. A public school district should recognize revenue 
from property taxes levied for its debt service fund 
when
A. Bonds to be retired by the levy are due and 
payable.
B. Assessed valuations of property subject to 
the levy are known.
C. Funds from the levy are measurable and 
available to the district.
D. Proceeds from collection of the levy are 
deposited in the district’s bank account.
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57. Which of the following accounts would appear in 
the plant fund of a not-for-profit private college?
Fuel inventory for  
power plant Equipment
A. Yes Yes
B. No Yes
C. No No
D. Yes No
58. Which of the following statements is correct con­
cerning a governmental entity’s combined statement 
of cash flows?
A. Cash flows from capital financing activities 
are reported separately from cash flows from 
noncapital financing activities.
B. The statement format is the same as that of 
a business enterprise’s statement of cash 
flows.
C. Cash flows from operating activities may not 
be reported using the indirect method.
D. The statement format includes columns for 
the general, governmental, and proprietary 
fund types.
59. In a government’s comprehensive annual finan­
cial report (CAFR), proprietary fund types are included 
in which of the following combined financial 
statements?
Question Number 2 Begins on Page 65
Statement of revenues, 
expenditures, and changes
in fund  balances Balance sheet
A. Yes Yes
B. No No
C. No Yes
D. Yes No
60. When a nonprofit organization combines fund­
raising efforts with educational materials or program 
services, the total combined costs incurred are 
A. Reported as program services expenses. 
Allocated between fund-raising and program 
services expenses using an appropriate 
allocation basis.
Reported as fund-raising costs.
Reported as management and general 
expenses.
B.
C.
D.
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Number 2 (Estimated tim e-----15 to 25 minutes)
Instructions
Question Number 2 consists of 6 items. Select the 
best answer for each item. Use a No. 2 pencil to 
blacken the appropriate ovals on the Objective Answer 
Sheet to indicate your answer. Answer all items. 
Your grade will be based on the total number of cor­
rect answers.
Items 61 through 66 are based on the following;
Daley, Inc. is consistently profitable. Daley’s normal 
financial statement relationships are as follows:
I. Current ratio 3 to 1
II. Inventory turnover 4 times
III. Total debt/total assets ratio 0.5 to 1
Required:
For items 61 through 66, determine whether each 
1992 transaction or event increased, decreased, or had 
no effect on each of the 1992 ratios, and blacken the 
corresponding oval on the Objective Answer Sheet. For 
each ratio blacken only one of the three alternatives.
Items to be Answered:
61.
62.
63.
64.
65.
66 .
Daley issued a stock dividend.
Daley declared, but did not pay, a cash dividend. 
Customers returned invoiced goods for which 
they had not paid.
Accounts payable were paid on December 31, 
1992.
Daley recorded both a receivable from an 
insurance company and a loss from fire damage 
to a factory building.
Early in 1992, Daley increased the selling price 
of one of its products that had a demand in ex­
cess of capacity. The number of units sold in 1991 
and 1992 was the same.
Number 3 (Estimated tim e-----15 to 25 minutes)
Blaedon Co. makes ongoing design refinements to 
lawnmowers that are produced for it by contractors. 
Blaedon stores the lawnmowers in its own warehouse 
and sells them at list price, directly to retailers. Blaedon 
uses the FIFO inventory method. Approximately two- 
thirds of new lawnmower sales involve trade-ins. For 
each used lawnmower traded in and returned to 
Blaedon, retailers receive a $40 allowance regardless 
of whether the trade-in was associated with a sale of 
a 1992 or 1993 model. Blaedon’s net realizable value 
on a used lawnmower averages $25.
At December 31, 1992, Blaedon’s inventory of new 
lawnmowers includes both 1992 and 1993 models. 
When the 1993 model was introduced in September 
1992, the list price of the remaining 1992 model 
lawnmowers was reduced below cost. Blaedon is 
experiencing rising costs.
Required:
a. At December 31, 1992, how should Blaedon 
determine the carrying amounts assigned to its 
lawnmower inventory of
1. 1993 models?
2. 1992 models?
b. Considering only the 1993 model lawnmower, 
explain the impact of the FIFO cost flow assumptions 
on Blaedon’s 1992
1. Income statement amounts.
2. Balance sheet amounts.
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Number 4 (Estimated tim e-----15 to 25 minutes)
On July 1, 1991, Bow Construction Co. commenced 
operations and began constructing a building for Crecy 
under a fixed price contract. Anticipated completion 
date was June 15, 1993. Bow projects a large profit 
because it purchased most of the contract materials at 
exceptionally low prices in August 1991.
At the end of each month, Crecy is billed for com­
pleted work, for which it pays within 30 days. On 
December 31, 1992, all costs incurred exceed billings 
on the contract.
For the Crecy contract, Bow uses the percentage- 
of-completion (cost-to-cost) method for financial state­
ment purposes. For income tax purposes. Bow qualifies 
for and uses the completed-contract method. Bow has 
no other contracts and no other differences between 
financial statement and income tax reporting.
Required:
a. How should Bow determ ine tha t the 
percentage-of-completion method is appropriate for 
the Crecy contract?
b. How should Bow calculate its 1992 income to 
be recognized on the Crecy contract? Explain any 
special treatment of unused material costs and why it 
is required.
c . Ignoring income tax effects, specify how the 
accounts related to the Crecy contract should be 
reported on Bow’s December 31 , 1992, balance sheet.
d. Assuming Bow has elected early adoption of 
FASB Statement No. 109, Accounting for Income 
Taxes, what are the income tax effects of the Crecy 
contract on Bow’s 1992 balance sheet and income 
statement?
Number 5 (Estimated tim e-----15 to 25 minutes)
At December 31, 1992, Niki Co. reviewed the follow­
ing situations to consider their impact on its 1992 finan­
cial statements:
• In December 1992, Niki became aware of a safety 
hazard related to one of its products. Estimates of 
the probable costs resulting from the hazard 
include highest, most likely, and lowest amounts.
• During 1992, Niki received a note for goods sold to 
a customer. The note was sold to a bank with 
recourse. The customer filed for bankruptcy in 
December 1992, before the note’s 1993 due date.
• In 1988, Niki moved and assigned the remaining 
10-years of its old lease to Pro Co., an unrelated 
third party. Pro agreed to make all payments due 
on the assigned lease, but Niki has prime respon­
sibility for the lease to the lessor. At December 31, 
1992, it is reasonably possible that Pro will be 
unable to make all payments due on the assigned 
lease.
• On November 30, 1992, Niki received goods with 
a cost denominated in pounds. During December 
1992, the dollar’s value declined relative to the 
pound. Niki believes that the original exchange rate 
will be restored by the time payment is due in 1993.
Required:
For each of the following occurrences, state how 
Niki should report the impact, if any, on its 1992 finan­
cial statements, and explain why the reporting is 
appropriate.
a. The safety hazard.
b. The customer’s filing for bankruptcy.
c. Pro’s reasonably possible inability to make all 
payments due on the assigned lease.
d. Changes in the exchange rate of the dollar and 
the pound.
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(a)
Accounting Practice — Part I
Answer 4(b) (5 points)
January 2, 1992— 
to record lease:
Equipment
Capital lease liability
December 31,1992— 
to record payment;
Capital lease liability 
Cash
December 31, 1992— 
to record depreciation;
Depreciation expense
Accumulated depreciation
Interest expense
Capital lease liability
Debits
850,000
100,000
34,000
85,000
Credits
850,000
100,000
34,000
85,000
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A n sw er  5 (10 points)
Examination Answers — May 1993
Omega Corp.
STATEMENT OF CASH FLOWS
For the year ended December 31, 1992
Cash flows from operating activities:
Net Income
Adjustments to reconcile net income to net 
cash provided by operating activities;
Depreciation $150,000 [1]
Gain on sale of equipment (5,000) [2]
Undistributed earnings of Belle Co. 
Changes in assets and liabilities:
(30,000) [3]
Decrease in accounts receivable 40,000
Increase in inventories (135,000)
Increase in accounts payable 60,000
Decrease in income taxes payable (20,000)
Net cash provided by operating activities
Cash flows from investing activities:
Proceeds from sale of equipment 
Loan to Chase Co.
Principal payment of loan receivable
Net cash used in investing activities
Cash flows from financing activities:
Dividends paid
Net cash used in financing activities 
Net increase in cash 
Cash at beginning of year 
Cash at end of year
40,000 
(300,000)
30,000
(90,000)
$360,000
60,000
420,000
(230,000)
(90,000)
100,000
700,000
$800,000
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A n sw er  5 (continued)
E xplanation  of Amounts:
[1] Depreciation
Net increase in accumulated depreciation 
for the year ended December 31, 1992 
Accumulated depreciation on equipment sold: 
Cost
Carrying value 
Depreciation for 1992
[2] Gain on sale of equipment
Proceeds 
Carrying value 
Gain
[3] Undistributed earnings of Belle Co.
Belle’s net income for 1992 
Omega’s ownership
Undistributed earnings of Belle Co,
$60,000
35,000
$125,000
25,000
$150,000
$ 40,000 
35,000 
$ 5,000
$120,000 
25% 
$ 30,000
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a. Rust Manufacturing Co.
BUDGET FOR ACE AND BELL
For the Year Ending December 31, 1993
A nsw er 5 (10 points) (8) Ace 
Bell
200,000 units
100,000 units
300,000 units
Ace Bell
Ace 200/300 x $180K = $120,000 
Bell 100/300 X $180K = $ 60,000
Sales (1) 
Variable costs:
$8,000,000 $2,000,000 (9) Ace $8M/$10Mx$40K = 
Bell $2M/$10M x $40K =
$32K
$8K
Direct materials (2) 
Direct labor (3) 
Variable factory 
overhead (4)
1,600,000
2,000,000
300,000
500,000 b. Ace Bell
200,000
3,800,000
$4,200,000
50,000
850,000
$1,150,000
Contribution margin 
per unit $21.00 $11.50
Contribution margin Pretax operating profit per unit $18.15 $ 9.20
Fixed costs:
Depreciation (5) 
Occupancy (6) 
Factory overhead (7) 
Selling costs (8)
Gen & adm costs (9)
140,000
78,000
200,000 
120,000
32,000
60,000
52,000
50,000
60,000 
8,000
c. Decrease in contribution from 10% decrease in 
production and sales:
Ace (200,000 x 10% x $21) ($420,000) 
Bell (100,000 X 10% x $11.5) ($115,000)
570,000 230,000
Pretax operating profit $3,630,000 $ 920,000
\
Supporting calculations:
(1) Ace 200,000 units x $40/unit = $8M 
Bell 100,000 units x $20/unit = $2M
(2) Ace 200,000 units x $8/unit = $1.6M 
Bell 100,000 units x $3/unit = $300K
(3) Ace 200,000 units x 2 hours x $5/hour = $2M 
Bell 100,000 units x 1 hour x $5/hour = $500K
(4) Ace $2M X 10% = $200K 
Bell $500K X 10% = $50K
(5) Ace $200K x  70% = $140K 
Bell $200K X 30% = $60K
(6) Ace $130K x  60% = $78K 
Bell $130K X 40% = $52K
(7) Ace $2M/$2.5M x ($500K -  $250K) = $200K 
Bell $500K/$2.5M x ($500K -  $250K) = $50K
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A n sw er 3 (10 points)
Young Computer Outlets, Inc. 
Payroll
Internal Control Questionnaire
Question
1. Are payroll changes (hires, 
separations, salary changes, over­
tim e, bonuses, promotions, etc.) 
properly authorized and approved?
2. Are d isc re tio n ary  payro ll 
deductions and withholdings autho­
rized in writing by employees?
3. Are the employees who p er­
form each of the following payroll 
functions independent of the other 
five functions?
• personnel and approval of pay­
roll changes
• preparation of payroll data
• approval of payroll
• signing of paychecks
• distribution of paychecks
• reconciliation of payroll account
4. Are changes in standard data 
on which payroll is based (hires, 
separations, salary changes, pro­
motions, deduction and withhold­
ing changes, etc.) promptly input to 
the system to process the payroll?
5. Is gross pay determ ined  by 
using authorized salary rates and 
time and attendance records?
6. Is th e re  a su itab le  ch art of 
accounts and/or established guide­
lines for d e te rm in in g  sa la ry  
account distribution and for record­
ing payroll withholding liabilities?
7. Are clerical operations in pay­
roll preparation verified?
8. Is payro ll p re p a ra tio n  and 
recording reviewed by supervisors 
or internal audit personnel?
9. Are payrolls approved by a 
responsible official before payroll 
checks are issued?
10. Are payrolls disbursed through 
an imprest account?
Yes No
11. Is the  payroll bank account 
reconciled monthly to the general 
ledger?
12. Are payroll bank reconcilia­
tions properly approved and differ­
ences promptly followed up?
13. Is the custody and follow-up of 
unclaimed salary checks assigned 
to a responsible official?
14. Are differences reported  by 
employees followed up on a timely 
basis by persons not involved in 
payroll preparation?
15. Are there procedures (e.g. tick­
ler files) to assure proper and time­
ly paym en t of w ithho ld ings to 
ap p ro p ria te  bodies and to file 
required information returns?
16. Are employee com pensation 
records reconciled  to control 
accounts?
17. Is access to personnel and pay­
roll records, checks, forms, signa­
ture plates, etc. limited?
Question Yes No
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a. If Post discovers th a t  G eneral’s financial 
statem ents may be materially misstated due to 
the existence of irregularities, Post should consid­
er the implications for other aspects of the audit 
and discuss the m atter and approach to further 
investigation with an appropriate level of man­
agement th a t is a t least one level above those 
involved with the irregularities. Post should also 
attempt to obtain sufficient competent evidential 
m atter to determine whether, in fact, m aterial 
irregularities exist and, if so, their effect. Post 
may suggest tha t General consult with its legal 
counsel on matters concerning questions of law.
b. If Post is precluded from applying necessary 
procedures, Post should disclaim or qualify an 
opinion on the financial statements and commu­
nicate these findings to General’s audit commit­
tee or its board of directors.
c. If Post concludes th a t G eneral’s financial 
statements are materially affected by irregulari­
ties, Post should insist that the financial state­
ments be revised and, if they are not, express a 
qualified or an adverse opinion on the financial 
statements, disclosing all the substantive reasons 
for such an opinion. Additionally, Post should 
adequately inform General’s audit committee or 
its board of directors about the irregularities.
d. Post may have a duty to disclose irregulari­
ties to third parties outside General’s manage­
ment and its audit committee in the following cir­
cumstances:
• W hen G eneral reports  an aud ito r change 
under the appropriate securities law.
• When a successor auditor appropriately makes 
inquiries of a predecessor auditor.
• When responding to a subpoena.
• When communicating with a funding or other 
specified agency, as required for entities that 
receive financial assistance from a govern­
ment agency.
A n sw er  4 (10 points) A nsw er 5 (10 points)
The omissions, ambiguities, and inappropriate 
statements and terminology in Brown’s letter are 
as follows:
1. The action that Consolidated intends to take 
concerning each suit (for example, to contest the 
matter vigorously, to seek an out-of-court settle­
ment, or to appeal an adverse decision) is omit­
ted.
2. A description of the progress of each case to 
date is omitted.
3. An evaluation of the likelihood of an unfavor­
able outcome of each case is omitted.
4. An e stim ate , if  one can be m ade, of the  
amount or range of potential loss of each case is 
omitted.
5. The various other pending or threatened liti­
gation on which Young was consulted is not iden­
tified and included.
6. The u n asse rted  claim s and assessm en ts 
probable of assertion that have a reasonable pos­
sibility of an unfavorable outcome are not identi­
fied.
7. Consolidated’s u n d erstand ing  of Young’s 
responsibility to advise Consolidated concerning 
the disclosure of unasserted possible claims or 
assessments is omitted.
8. M ateriality (or the limits of materiality) is 
not addressed.
9. The reference to a lim itation  on Young’s 
response due to confidentiality is inappropriate.
10. Young is not requested to identify the nature 
of and reasons for any limited response.
11. Young is not requested to include m atters 
that existed after December 31, 1992, up to the 
date of Young’s response.
12. The date by which Young’s response is need­
ed is not indicated.
13. The reference to Young’s response possibly 
being quoted or referred to in the financial state­
ments is inappropriate.
14. Vague term inology such as “s lig h t” and 
“some chance” is included where “remote” and 
“possible” are more appropriate.
15. There is no inquiry about any unpaid  or 
unbilled charges, services, or disbursements.
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Business Law
a. Edwards will not win the suit to have Olsen 
removed as president. The right to hire and fire 
officers is held  by the  board  of d irec to rs . 
Individual stockholders, regardless of the size of 
their holding, have no vote in the selection of offi­
cers. Individual stockholders may exert influence 
in this area by voting for directors at the annual 
stockholders’ meeting.
b. Edwards will lose the suit to have National 
purchase the stock. A stockholder who dissents 
from a merger may require the corporation to 
pu rchase  h is or her sh ares  if th e  s ta tu to ry  
requirements are met and would be entitled to 
the fair value of the stock (appraisal remedy). To 
compel the purchase, Edwards would have had to 
file an objection to the merger before the stock­
holders meeting at which the merger proposal 
was considered, vote against the merger proposal, 
and make a written demand that the corporation 
p u rch ase  th e  stock a t an ap p ra ised  price. 
Edwards will lose because the first two require­
ments were met but Edwards failed to make a 
w ritten demand th a t the corporation purchase 
the stock.
c. 1. Queen will lose its suit against National 
to enforce the contract, even though Edwards was 
a National director. Jenkins may have assumed 
that Edwards was acting as National’s agent, but 
E dw ards had  no au th o rity  to con trac t w ith  
Queen. A director has a fiduciary duty to the 
stockholders of a corporation but, unless expressly 
authorized by the board of directors or the officers 
of the corporation, has no authority to contract on 
behalf of the corporation. There is no implied 
agency authority merely by being a director.
2. Queen will win its suit against Edwards 
because Edwards had no authority  to act for 
National. Edwards will be personally liable for 
Queen’s damages.
A n sw er  3 (10 points)
a. Dodd’s claim, tha t West’s offer could not be 
revoked before September 30, is incorrect. Offers 
can be revoked at any time before acceptance 
unless the offeror receives consideration to keep 
the offer open. West did not receive any consider­
ation from Dodd in exchange for its promise to 
keep th e  offer open u n til  S ep tem ber 30. 
Therefore, West effectively revoked its offer dur­
ing the September 28 telephone conversation.
Dodd’s claim, th a t the September 27 letter 
accepting West’s offer was effective when mailed 
to West, is incorrect. The general rule is that an 
acceptance is effective when dispatched if the 
acceptance is made using a reasonable mode of 
communication. In this case, the offer required 
th a t the acceptance be received by West to be 
effective. Therefore, Dodd’s acceptance could not 
have been effective until after the offer expired, 
because it was received after September 30.
b. West’s claim, that any agreement that exist­
ed between West and Dodd would not be enforce­
able ag a in st W est because of the  S ta tu te  of 
Frauds, is correct. The term of the agreement was 
for three years. The Statute of Frauds requires 
tha t contracts tha t cannot be performed within 
one year from the date made must be in writing. 
Because this was an oral contract for a period of 
three years, it would not be enforceable under the 
Statute of Frauds. Dodd’s attempted acceptance 
of the offer would not be such a writing because it 
was not signed by West and could not be enforce­
able against West.
c. Abco’s first position, tha t the oral April 14 
agreement regarding the painting of the ware­
house is not binding, is correct. This agreement 
was in ten d ed  to modify th e  ex istin g  lease  
between the parties. Under common law, agree­
ments modifying existing contracts require con­
sideration to be binding. Abco did not receive any 
consideration in exchange for its promise to paint 
the warehouse; therefore, the agreement is not 
enforceable against Abco.
Abco’s second position, that evidence of the 
April 14 oral agreement could not be admitted 
into evidence, is incorrect. The parol evidence 
rule allows the admission of proof of a later oral 
agreement that modifies an existing written con­
tract.
A n sw er 4 (10 points)
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A n sw er  5 (10 points)
a. Mason’s claim, tha t the risk of loss for the 
tu n a  belonged to Angler, is correct. Because 
Angler shipped the wrong grade of tuna, risk of 
loss remained with Angler until either it cured by 
shipping conforming goods to Mason or Mason 
elected to accept the tuna despite the fact that it 
was nonconforming.
b. Classic’s claim, tha t it was not obligated to 
return the peaches to Angler, is incorrect. Classic 
is a merchant because it deals with the type of 
goods th a t is the subject of its  contract w ith 
Angler. Therefore, Classic has an obligation, on 
rejecting goods, to follow any reasonable instruc­
tions from Angler. Angler’s request tha t Classic 
ship the peaches back to A ngler a t A ngler’s 
expense is a reasonable instruction.
c. Regal’s claim, that it is not obligated to pur­
chase the hamburger meat, is incorrect. Because 
the price of the hamburger meat exceeds $500, 
the Uniform Commercial Code (UCC) Statute of 
Frauds applies and the contract between Angler 
and Regal must be evidenced by a writing and;
• Indicate that a contract for sale has been made;
• Be signed by the party against whom enforce­
ment is sought; and
• Specify the quantity of goods sold.
R egal’s correspondence to Angler, da ted  
October 29, satisfies the UCC Statute of Frauds, 
so the contract will be enforceable against Regal.
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Accounting Theory
a. 1. For its  1993 models, B laedon should 
include in inventory carrying amounts all neces­
sary  and reasonab le  costs. These costs may 
include design costs, purchase price from contrac­
tors, freight-in, and warehousing costs.
2. Blaedon’s 1992 model inventory should be 
assigned a carrying amount equal to its net real­
izable value, which is its  cu rre n t lis t price 
reduced by both its disposition costs and two- 
th ird s  of th e  d ifference betw een th e  $40 
allow ance given and  th e  carry in g  am ount 
assigned to trade-ins. The trade-ins’ carrying 
amount should equal the $25 average net realiz­
able value less the profit margin, if any, assigned.
b. 1. Using FIFO, Blaedon would assign the 
earliest lawnmower costs to cost of goods sold. 
With rising costs, this would result in matching 
old, relatively low inventory costs against current 
revenues. Net income would be higher than that 
reported using certain other inventory methods.
2. Blaedon would assign the latest costs to 
ending inventory. Normally, the carrying amount 
of B laedon’s FIFO  end ing  inven to ry  would 
approximate replacement cost at December 31, 
1992. Retained earnings would be higher than 
that reported using certain other inventory methods.
A n sw er  3 (10 points)
a. Bow must have a system that is capable of 
meeting both of the following conditions for the 
Crecy contract:
• Reasonable estimates of profitability at com­
pletion.
• Reliable measures of progress toward completion.
b. At December 31, 1992, Bow should calculate 
the percentage of completion by comparing the 
costs incurred to date, less costs of unused mate­
rials, to the estim ated to ta l cost to complete 
Crecy. Income to date equals the percentage-of- 
completion multiplied by the estimated total prof­
it to be earned on the contract. The 1992 income 
equals the income to be recognized to December 31, 
1992, less the income reported under the contract 
in 1991.
When contract materials are purchased but 
not used, costs of the  unused  m a te ria ls  are 
excluded from income recognition calculations. 
Otherwise, the early period income reported may 
be overstated compared with the income earning 
efforts of that period.
c. Bow should report a current asset for the 
Crecy account receivable, and another for the 
excess of costs incurred plus total profit recog­
nized over contract billings.
d. Assuming Bow has elected early adoption of 
FASB Statement No. 109, Accounting for Income 
Taxes, Bow should report a current deferred tax 
liability equal to its total net income reported in 
1991 and 1992 multiplied by its enacted 1993 
average tax rate. A deferred income tax expense 
should be recognized for the increase during 1992 
in the deferred tax liability balance.
A n sw er 4 (10 points)
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A n sw er  5 (10 points)
a. For the safety hazard, Niki should accrue for 
a loss and a liability equal to the most likely cost. 
The most likely loss is the best estimate of the 
expected loss. Accrual of a loss is appropriate 
because the loss is both probable and can be rea­
sonably estimated. In addition, Niki should sepa­
rately disclose in the notes to the 1992 financial 
statem ents the natu re  of the hazard  and the 
range of possible loss.
b. Niki should accrue for a loss and a liability 
for the note sold to a bank. The accrual should 
equal the amount due on the note plus related 
costs and less any expected settlement from the 
bankruptcy. Accrual is appropriate because it is 
probable that a loss has occurred, as evidenced by 
the bankruptcy filing, even though this note is 
not yet due.
c. Niki should disclose the possible loss on the 
assigned lease in notes to the 1992 financial 
statements. Disclosures should include details of 
the assigned lease and the amounts due, esti­
mates of any revenues that might be earned on 
the property, and any amounts recoverable from 
Pro. Although disclosure is appropriate for the 
financial statements not to be misleading, accrual 
of a loss is inappropriate because the loss is only 
reasonably possible.
d. Niki should report a foreign exchange loss on 
its 1992 income statement, and an increase in the 
account payable to reflect the exchange rate at 
December 31, 1992. Reporting a foreign exchange 
loss is appropria te  because, consisten t w ith 
accrua l accounting , the  exchange ra te  on 
December 31, 1992, should be used to value the 
contract. N iki’s beliefs as to fu ture exchange 
movements are excluded from the financial state­
ments.
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Accounting P ractice  — P a rt I
The scores for the multiple-choice questions were determined in accordance with the following scales; 
Answer 1 (10 points)
Examination Answers — May 1993
Multiple-Choice Grading Scales
c 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
s 0 1½ 2 2½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10
Answer 2 (10 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 1 1½ 2 2½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10
Answer 3 (10 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 1½ 2 2½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10
Accounting Practice  — P a rt II
The scores for the multiple-choice questions were determined in accordance with the following scales: 
Answer 1 (10 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 1½ 2 2½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10
Answer 2 (10 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 1½ 2 2½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10 10
Answer 3 (10 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 1 1½ 2 2½ 3 3½ 4 4½ 5 5½ 6 6½ 7 7½ 8 8½ 9 9½ 10 10
C = Number of correct responses.
S = Score for the number of correct responses.
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Multiple-Choice Grading Scales
Auditing
The scores for the multiple-choice questions were determined in accordance with the following scales: 
Answer 1 (60 points)
c 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
s 0 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21
C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
S 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41
C 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
s 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 60
Business Law
The scores for the multiple-choice questions were determined in accordance with the following scales: 
Answer 1 (60 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23
C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
S 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43
C 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
S 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60 60 60 60
Accounting Theory
The scores for the multiple-choice questions were determined in accordance with the following scales: 
Answer 1 (60 points)
C 0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20
S 0 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26
C = Number of correct responses.
S = Score for the number of correct responses.
C 21 22 23 24 25 26 27 28 29 30 31 32 33 34 35 36 37 38 39 40
S 27 28 29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46
C 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 58 59 60
s 47 48 49 50 51 52 53 54 55 56 57 58 59 60 60 60 60 60 60 60
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INDEX -  QUESTIONS
HOW TO USE THIS INDEX: This index presents examination question number references for the four sections of the CPA 
examination — Accounting Practice Parts I and If, Auditing, Business Law, and Accounting Theory. Each examination section has 
been organized according to its content specification outline, with questions indexed according to the areas and groups tested.
The question references listed in the right-hand column are designated as follows: The question numbers for the Accounting 
Practice section are followed by I for Part I and II for Part II. The letter M following question numbers indicates a multiple choice 
item. The letter F following question numbers indicates an other objective answer format item. For example, the reference 17M-I 
means multiple choice item number 17 for Accounting Practice Part I; the reference 61F-I means other objective answer format item 
number 61 for Accounting Practice Part I; and the reference 5-I means problem number 5 for Accounting Practice Part I. For the 
Auditing, Business Law, and Accounting Theory sections, absence of the letter M or the letter F indicates an essay question number.
Accounting Practice — Content Specification Outline
I. Presentation of Financial Statements or Worksheets.
A. Balance Sheet....................................................................  1M-I,2M-I
B. Income Statement..............................................................  3M-I,5M-I
C. Statement of Cash Flows.................................................... 5-I
D. Statement of Owners’  Equity............................................. 4M-I,6M-I,11M-I
E. Consolidated Financial Statements or Worksheets............  7M-I,8M-I,9M-I
II. Measurement, Valuation, Realization, and Presentation of Assets 
in Conformity With Generally Accepted Accounting Principles.
A. Cash, Marketable Securities, and Investments................... 10M-I,15M-I,16M-I
B. Receivables and Accruals................................................... 12M-I,13M-I,14M-I,17M-I
C. Inventories........... ..............................................................  18M-I,19M-I,20M-I,21M-I
D. Property, Plant, and Equipment Owned or Leased.............  22M-I,24M-I,4-I
E. Intangibles and Other Assets.............................................. 23M-I,25M-I,26M-I,27M-I,28M-I
III. Valuation, Recognition, and Presentation of Liabilities in 
Conformity With Generally Accepted Accounting Principles.
A. Payables and Accruals........................................................ 29M-I,30M-I,61F-I,62F-I,63F-I,64F-I,65F-I,66F-I,
...........................................................................................  67F-I,68F-I,69F-I,70F-I
B. Deferred Revenues............................................................  31M-I
C. Deferred Income Tax Liabilities........................................ 35M-I,36M-I
D. Capitalized Lease Liability...............................................  4-I
E. Bonds Payable...................................................................  32M-I
F. Contingent Liabilities and Commitments.......................... 33M-I,34M-I
IV. Ownership Structure, Presentation, and Valuation of Equity 
Accounts in Conformity With Generally Accepted Accounting 
Principles.
A. Preferred and Common Stock............................................ 1M-II,2M-II
B. Additional Paid-in Capital.................................................
C. Retained Earnings and Dividends...................................... 3M-II,4M-II,5M-II
D. Treasury Stock and Other Contra Accounts.......................
E. Stock Options, Warrants, and Rights.................................
F. Reorganization and Change in Entity................................ 6M-II,7M-II,8M-II,18M-II
G. Partnerships.......................................................................  19M-II
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V. Measurement and Presentation of Income and Expense Items,
Their Relationship to Matching and Periodicity, and Their 
Relationship to Generally Accepted Accounting Principles.
A. Revenues and Gains........................................................... 37M-I,38M-I,39M-I,40M-I,41M-I,42M-I,43M-I,
44M-I,45M-I
B. Expenses and Losses.......................................................... 46M-I,47M-I,48M-I,49M-I,50M-I,51M-I,52M-I,4-I
C. Provision for Income Tax................................................... 54M-I,55M-I,56M-I
D. Recurring Versus Nonrecurring Transactions and Events... 57M-I,58M-I,59M-I
E. Accounting Changes....................................................... . 53M-I
F. Earnings Per Share............................................................  60M-I
VI. Other Financial Topics.
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FUTURE CPA EXAMINATION DATES
1993 — November 3, 4, 5
1994 -  May 4, 5
November 2, 3
1995 -  May 3, 4
November 1, 2
1996 -  May 8, 9
November 6, 7
1997 -  May 7, 8
November 5, 6
1998 -  May 6, 7
November 4, 5
1999 — May 5, 6
November 3, 4
2000 -  May 3, 4
November 1, 2
2001 -  May 2, 3,
November 7, 8
2002 -  May 8, 9
November 6, 7
2003 -  May 7, 8
November 5, 6
2004 -  May 5, 6
November 3, 4
2005 -  May 4, 5
November 2, 3
Beginning with the May 1994 Examination, the Examination testing time is scheduled to be shortened to two days.
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CPA EXAMINATION QUESTIONS & UNOFFICIAL ANSWERS INDEXED 
TO CONTENT SPECIFICATION OUTLINES 1988-1992
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effective way to prepare for the CPA Examination. It includes 
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essays contained in the ten examinations that were given 
from May 1988 through May 1992 —along with unofficial 
answers.
■ The questions were selected by the staff o f the AICPA 
Examinations Division on the basis o f current value and 
pertinence.
■ The unofficial answers were prepared by the staff and 
reviewed by the AICPA Board of Examiners.
To help the candidate focus on specific subject areas, 
material in nine of the examinations has been organized into 
four sections which correspond to the four sections of the 
CPA Examination itself—Accounting Practice, Accounting 
Theory, Auditing, and Business Law.
To facilitate study and review, the material in each section 
has been organized and indexed by area and group in accor­
dance with its content specification outline. This area and 
content approach enables the candidate to study more effec­
tively by making it easier to concentrate more heavily on 
those subject areas where greater effort is required.
As an added advantage, the November 1992 CPA 
Examination is presented in its entirety along with unofficial 
answers and content index. This gives the candidate an 
opportunity to review a recent examination as it is actually 
given.
No. 079246
Educational discount price
$65.00 per copy. 
$45.50.
INFORMATION FOR CANADIAN CHARTERED ACCOUNTANT CPA CANDIDATES
This booklet is designed to inform Canadian Chartered Accountants about the Canadian Chartered Accountant Uniform CPA 
Qualification Examination (CAQEX). Following a statement on the purpose and general objectives of CAQEX, the booklet dis­
cusses the content and format of the Examination.
To assist candidates in preparing for CAQEX, examples of questions can be found in Uniform CPA Examination Publications. 
Although these are past Uniform CPA Examination questions and answers, the objective questions illustrate the type of format, 
the level of difficulty, and the technical terminology that will appear on CAQEX.
No. 874200
Educational discount price
$5.00 per copy. 
$3.50.
SHIP TO:
Name
Firm (if part o f mailing address)
Street Address (Do not use P.O. Box, Shipments are made by UPS)
City State Zip
The required Educational Discount Information is:
*School
*Instructor
SHIPPING AND HANDLING CHARGES 
$10.00 or less $2.75
$10.01 -  $ 25.00 $4.35
$25.01 -  $ 50.00 $5.45
$50.01 -  $150.00 $6.55
Over $150.00 4.5% of order amount.
Sales Tax —add 8¼ % sales tax in New York City. Elsewhere 
in New York State add 4% state tax plus local tax, if applic­
able. In Washington, DC, New Jersey, and Connecticut add 
6% tax, and in Vermont add 5% state tax.
PAYMENT METHOD:
  Payment enclosed □  MasterCard □  Visa 
CARD ACCOUNT NUMBER Exp. date-------------------------
( )
Telephone
Signature
Cardholder Address (if different from above)
MAIL ORDER TO:
Order Department
American Institute of Certified Public Accountants
P.O. Box 2209
Jersey City, NJ 07303-2209
1-800-8 62-4272
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